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ERRATA 


On September 27, 1974 the Commission issued the re- 
lease numbered as above which was printed in Volume 

5, No. 7 of SEC Docket on October 8, 1974. The last 
sentence of the fourth paragraph of the release should 
be corrected to read: If the financial statements of these 
limited partnerships are prepared on a GAAP basis, it is 
likely that these factors would receive more attention in 
the audit and would have an important bearing on the 
determination of the scope of the audit. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5536/November 4, 1974 


INVESTMENT COMPANY ACT OF 1940 
Release No. 8568/November 4, 1974 


ADOPTION OF RULE CHANGES RELATING TO IN- 
VESTMENT COMPANY ADVERTISING AMEND 
MENT OF RULE 134 AND WITHDRAWAL OF PRO- 
POSED RULE 425B 


INTRODUCTORY STATEMENT 


On January 18, 1973 the Securities and Exchange Com- 
mission published notice (Securities Act Release No. 5357) 
that it had under consideration the amendment of Rule 

134 under the Securities Act of 1933 (‘‘Act’’) and the 
adoption of Rule 425B under the Act. All interested per- 
sons were invited to submit their views and comments on 
the proposals. The notice was published prior to commence- 
ment of the mutual fund distribution hearings in February 
in order to provide concrete proposals as a basis for discus- 
sion at the hearings. The comment period was extended two 
weeks after the close of the hearings to April 20, 1973 1/ 
so that those wishing to comment might have an oppor- 
tunity to consider the discussion of the proposals at the 
hearings. The Commission has considered the written 
comments and the relevant presentations at the hearings 
and has determined to adopt the amendment of Rule 134 
in the form set forth below which incorporates the sub- 
stance of proposed new Rule 425B, making adoption of 
that separate rule unnecessary. 


The amendments adopted today pursuant to Sections 2 
(10)(b) and 19(a) of the Act 2/ are another in the series 
of Commission efforts designed to allow a wider degree 
of advertising by mutual funds. Rule 134 which was 
adopted in 1955 3/ was amended in 1972 to permit a 
general description of an investment company. 4/ At 
the same time, the Commission adopted Rule 135A ex- 
panding investment company generic advertising and Rule 
434A to permit investment companies to use summary 
prospectuses. 5/ These steps reflect the fact that mutual 
fund distribution differs in many ways from the under- 
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writing of other securities and that investment companies 
are subject to comprehensive regulation under the !nvest- 
ment Company Act of 1940. The adoption of these amend, 
ments is not intended, and should not be construed, to 
indicate any change in the Commission’s views with re- 
spect to general publicity concerning offerings subject 

to the registration requirement of the Securities Act of 
1933. 


AMENDED RULE 134 AS REVISED IN RESPONSE TO 
COMMENTS 


As proposed, amended Rule 134(a)(3)(C) would have 
permitted an investment company with an effective regis- 
tration statement to include in its advertisements not only 

a general description of an investment company as per- 
mitted by the May 1972 amendment, but also a descrip- 

tion of its own special attributes. Such a description could 
consist of its investment objectives and policies, services 

and method of operation and the advertisement could 

also include identification of the company’s principal 
officers and directors and a description of the background 

of key personnel of its adviser, the company’s date of in- 
corporation, its total net asset value and any design or illus 
tration contained in the prospectus not involving perform- 
ance figures. In addition, the proposals would have required 
that the advertisement also contain a statement of the sales 
charge, advisory and other fees and a coupon which the 
reader could mail to receive a.prospectus. They also would 
have required that the prospectus sent in response contain 

a statement stressing the importance of reading the pro- 
spectus as required by proposed rule 425B. ) 
Several provisions of the amended rule vary from the Jan- 
uary 1973 proposal. The provisions were narrowed in only 
one respect — the provision permitting identification of fun 
directors and key personnel of the adviser was deleted. Seve 

al commentators pointed out the possibility that this provi: } 
sion might lend itself to abuse through appointments to 
boards of directors of celebrities with no investment exper 
tise. Also, while investment company directors are respon- 
sible for the general management of the company, prospec 
tive investors may not understand the generally limited 
extent to which directors influence specific investment de- 
cisions. Moreover, the names of key advisory personnel 
would not generally appear to be meaningful to potential 
investors. Accordingly, under the amended rule only the 
principal officers of the fund, i.e., those with the primary 
responsibility for its management, may be named. In order 
to avoid any ambiguity, the amended rule defines the term 
“principal officers.” The amended rule was also changed 
to make it clear that the new textual material and pictor- 
ial illustrations may be used only by open-end investment 


companies whose securities are the subject of a continuous 
offering pursuant to an effective registration statement. 


Attention-getting headlines in tombstones have long been 
permitted by interpretation, as noted in the May 1972 re- 
lease announcing adoption of earlier rule changes. 6/ ; 
Permission to include illustrations which appear in the 
investment company’s prospectus is, of course, a further 

step in what the Commission in Release No. 5248 called F 
a “logical extension” of the attention-getting headline 
interpretation. Both illustrations and headlines, as well 











as Gesigns, are now specifically permitted on the basis that 
they are devices for attracting the reader's attention. The 
Commission recognizes that such attention-getting devices 
are a necessity if investment companies are to compete with 
other investment management arrangements in advertising 
for the attention of investors. However, those devices must 
be limited to attracting attention and may not be employed 
to make or imply any promise of benefits, which would 
constitute an attempt to “‘sell’’ the investment company 
securities through the advertisement. Obviously, advertis- 
ing represents a step in the overall distribution process. 
Nevertheless, there is a significant difference, which is 
crucial in terms of the legal requirements of Section 2(10) 
(b) and Rule 134, between selling a product from the face 
of an advertisement and attracting the reader’s attention 
and stimulating his interest in obtaining the legally-sanc- 
tioned selling document, the statutory prospectus. It is 

the latter advertising purpose which these rule changes 

are designed to permit and encourage. 


Many of those commenting on the proposals pointed out 
that the required statement of the sales charges, manage- 
ment fees and other expenses in an expanded advertise- 
ment would be cumbersome and have an unduly negative 
impact. The rule as adopted requires only that the ad- 
vertisement direct the reader’s attention to the prospectus 
for information on such charges, fees, and expenses. 


The proposed requirement that each advertisement con- 
tain a coupon which would be used to obtain a prospec- 
tus has been made optional. Thus, investment companies 
need not bear the expense of sending prospectuses to the 
idly curious. Instead, companies may include a statement 
that the prospectus provides more complete information 
along with directions for obtaining the prospectus. 


Proposed Rule 425B would have required that each pro- 
spectus sent in response to a coupon request from an ad- 
vertisement pursuant to amended Rule 134 contain a 
statement stressing the importance of reading the prospec- 
tus before making an investment decision. To avoid adding 
another legend to the prospectus cover, the legend will 
instead have to be contained in the expanded advertise- 
ment. Accordingly, the Commission is withdrawing pro- 
posed Rule 425B and is adding the legend which the 
proposal would have required to the statement required 
by amended Rule 134 along with the admonition ‘’send 
no money”. This is in keeping with the rationale of the 
rule amendment — that the purpose of tombstone adver- 
tising is to focus the reader’s attention on the statutory 
Prospectus. 


Joint tombstones of funds in the same complex have been 
permitted by interpretation for some time. While the pro- 
posed amendment did not provide for joint tombstones, 
the rule as adopted codifies past interpretations and ex- 
plicitly permits funds having the same investment adviser 
or principal underwriter to use such joint tombstones. 


The rule has also been amended to permit inclusion ina 
tombstone advertisement of the fund’s and its investment 
adviser’s period of existence and the aggregate investment 
company net assets under the adviser’s management as 
well as the adviser’s logo or corporate symbol. If the appli- 
cable requirements of the rule are satisfied, the specified 



























items pertaining to the investment adviser may be included 
in the advertisement whether or not comparable informa- 
tion is provided with respect to the investment company 
itself. 


The amended rule would not permit inclusion of any per- 
formance data, since such information might constitute a 
selling argument. However, the Commission is aware that 
some observers believe inclusion of performance figures 
to be the fairest way to get the most significant informa- 
tion about funds to the public before they are influenced 
by other material. The Commission will continue to study 
this question in connection with its review of the methods 
of measurement and presentation of performance and its 
consideration of the adequacy of the Statement of Policy. 
Development of clearer and more readily understood illus 
trations of performance to be used in sales literature may 
aid in resolving the performance-in-advertising controversy 


STAFF INTERPRETATIONS AND COMMENTS 


The views of Commission staff members concerning pro- 
posed investment company advertisements are sometimes 
sought by means of telephone inquiries, often shortly be- 
fore publication is intended. This practice makes it diffi- 
cult for the staff to focus upon the total context of an 
advertisement and can, in some instances, result in delayed 
publication. To avoid such delays, requests for staff com- 
ments should ordinarily be submitted in writing well in 
advance of thie date on which publication is intended. 
Such requests are subject to the Commission’s rule and 
procedure for interpretive and no-action requests. 7/ 
Public availability of staff responses should make the 
staff’s views more widely known and thereby avoid the 
necessity of frequent inquiries in connection with invest- 
ment company advertising. 


COMMISSION ACTION 


1. Propcsed Rule 425B under the Act is hereby with- 
drawn. 


2. The text of subdivision (C) of subparagraph (3) of 
paragraph (a) of Rule 134 is hereby amended to read as 
follows (deleted language crossed out, added language 
in italics): 


(C) In the case of an investment company registered 
under the Investment Company Act of 1940, the com- 
pany’s classification and subclassification under that 

Act, whether it is a balanced, specialized, bond, preferred 
stock or common stock fund and whether in the selection 
of investments emphasis is placed upon income or growth 
characteristics, and a general description of an investment 
company including its general attributes, methods of 
operation and services offered provided that such descrip- 
tion is not inconsistent with the operation of the particu- 
lar investment company for which more specific informa- 
tion is being given, identification of the company’s in- 
vestment adviser, any logo, corporate symbol or trade- 
mark of the company or its investment adviser, and any 
graphic design or device or an attention-getting headline, 
not involving performance figures, designed to direct the 
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reader’s attention to textual material included in the com- 
munication pursuant to other provisions of this rule; and, 
with respect to an open-end investment company whose 
registration statement under this Act is effective and whose 
securities are the subject of a continuous offering pursu- 
ant to such registration statement, (i) a description of 

such company’s investment objectives and policies, ser- 
vices, and method of operation; (ii) identification of the 
company’s principal officers; (iii) the year of incorporation 
or organization or period of existence cf the company, its 
investment adviser, or both; (iv) the company’s aggregate 
net asset value as of the most recent practicable date; (v) 
the aggregate net asset value as of the most recent prac- 
ticable date of all registered investment companies under 
the management of the company’s investment adviser; 

and (vi) any pictorial illustration contained in the com- 
pany’s prospectus and not involving performance figures; 
provided that if any material permitted by clauses (i) 
through (vi) is included, such communication shall also 
contain either (1) the following legend in 12 point bold- 
face type: 


“For more complete information about (Name of Com- 
pany), including sales charges, management fees. and 
other expenses, see our prospectus. /t is important to 
read the prospectus carefully before you decide to invest. 
A copy of the prospectus may be obtained from your 
securities dealer or by writing to (Distributor’s Address). 
Send no money”; or (2) a coupon which the reader may 
mail to receive a prospectus, with the following legend 
in 12 point boldface type: 


“For more complete information about (Name of Com- 
pany), including sales charges, management fees and 
other expenses, mail this coupon and we will send you 
our prospectus. It is important to read the prospectus 
carefully before you decide to invest. Send no money.”; 


except that investment companies which do not charge 
a sales load may omit the words, “‘sales charges,”’ from 
both legends. 


For purposes of clause (ii) of this subdivision (C), “prin- 
cipal officers” means the president, secretary, treasurer, 
any vice-president in charge of a principal business func- 
tion and any other person who performs similar policy 
making functions for the company on a regular basis. 


In the case of two or more registered investment com- 
panies having the same investment adviser or principal 
underwriter, the same information described in this 
subdivision (C) may be included as to each such company 
in a joint communication on the same basis as it is per- 
mitted in communications dealing with individual com- 
panies under this subdivision(C): 


The foregoing shall become effective on December 10, 
1974. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ Securities Act Release No. 5379, Investment Company 
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pany Act Release No. 7738. 





2/ Section 2(10) defines “‘prospectus” as, ‘‘any prospectus, 
notice, circular, advertisement, letter or communication, 
written or by radio or television, which offers any security 
for sale or confirms the sale of any security, except that ... 
(b) a notice, circular, advertisement, letter or communica- 
tion in respect of a security shall not be deemed to be a 
prospectus if it states from whom a written prospectus 
meeting the requirements of Section 10 may be obtained Bat 
and, in addition, does no more than identify the security, 
state the price thereof, state by whom orders will be exe- 
cuted, and contain such other information as the Commis- 







z : : net 
sion by rules or regulations deemed necessary or appropri- tens 
ate in the public interest and for the protection of investors has 
and subject to such terms and conditions as may be pre- 

: : a : var 
scribed therein, may permit.”” (Emphasis added). The 
74; 


Section 19(a) gives the Commission authority, among other trit 
things, to make such rules and regulations as may be Sec 
necessary to carry out the provisions of the Act. 





the 
3/ Securities Act Release No. 3568 (August 29, 1955). “s 
4/ Securities Act Release No. 5248 (May 9, 1972). “ 
5/ Ibid. - 
6/ Securities Act Release No. 5248, p. 2. 
P 
7/ See Securities Act Release Nos. 5098 (October 29, . 
1970) and 5127 (January 25, 1971). 4 
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INVESTMENT COMPANY ACT OF 1940 } 
Release No. 8571/November 4, 1974 
| The 
NOTICE OF PROPOSED REVISION OF THE COM- 5 
MISSION’S STATEMENT OF POLICY WITH RESPECT he 
TO THE USE, FORM AND CONTENT OF SAMPLE we 
CHARTS SET FORTH IN SALES LITERATURE EM- mp 
PLOYED IN THE SALE OF INVESTMENT COMPANY we 
SECURITIES ra 
bet 
(File No. S7-537) - 
alsc 
wot 
NOTICE IS HEREBY GIVEN that the Securities and Ex- m 
change Commission has under consideration the amend- thu 
ment of the Statement of Policy. The proposed amend- ven 
ment would add Sample Charts E, F, G, and H described 
in this release to the Sample Charts now permitted under Th 
the Statement of Policy. Sample Charts E and F apply . 
to mutual fund sales literature. The principles embraced Th 
by these charts are carried over in Sample Charts G and th ‘ 
H which apply to sales literature employed in the sale of Po 





variable annuity contracts. It is further proposed that 












where any open-end investment company sales litera- 
ture or prospectus represents or implies a compound 

rate of total return for an investment in a mutual fund 
or variable annuity the representation must be accom- 
panied by a chart substantially similar in text, graphic 
detail and arrangement to Sample Chart F (in the case of 
a mutual fund) or Sample Chart H (in the case of a vari- 
able annuity contract). 


Background of the Proposal 


In the recent period of generally falling securities prices, 
net redemptions of mutual fund shares, and declining 
investor interest in securities generally, the Commission 
has focused increasing attention on the effectiveness of 
various aspects of the mutual fund distribution system. 
Therefore, in Investment Company Act Release No. 
7475 “Announcement of Hearings on Mutual Fund Dis- 
tribution and the Potential Impact of the Repeal of 
Section 22(d) of the Investment Company Act of 1940” 
the Commission sought comments on a wide range of 
issues in addition to retail price maintenance, stating 
that “it would be appropriate to reexamine traditional 
administrative positions and to explore new possibilities 
in order that mutual funds may be marketed more effi- 
ciently and at a reasonable cost to investors.” 


’ 


One of the specific issues proposed for consideration at 
the hearings was the need to revise the Statement of 
Policy. 


“A number of its basic approaches have been 
questioned over the years. These include limita- 
tions on projections (i.e., illustrations of results 
based on hypothetical investment returns), use of 
mountain charts to convey cumulative perform- 
ance, prohibitions against a total yield approach, 
and absence of data upon which to base conclu- 
sions as to average annual performance and vari- 
ability of performance from year to year. To 
what extent are these elements of the Statement 
of Policy no longer appropriate?” 


These and other matters were discussed at the hearings 


and in the written comments received by the Commission. 


The responses to Release No. 7475 and the discussion of 
the participants at the hearings cited a lack of investor 
awareness and comprehension of the risks and returns 

of mutual fund investment, and the public’s inability 

to make meaningful comparisons among funds, and 
between funds and alternative investments, as factors 
contributing to the decline in net fund sales. It was 

also felt that a better public understanding of funds 
would foster price competitition among funds and could 
reduce the need for lengthy personal sales presentations, 
thus lowering distribution costs to both funds and in- 
vestors. 


The Statement of Policy 
The Statement of Policy sets forth the respects in which 


the Commission considers that literature used in connec- 
tion with the sale of investment company shares may be 









































misleading and violate the standards of the securities laws 
which, gnerally speaking, provide that it shall be unlaw- 
ful to offer or sell securities by means of any untrue state- 
ment or omission of a material fact or by any fraudu- 
lent or deceitfu! practice or device. Initially published in 
1950, the Statement of Policy was last amended in 1957. 


The current Statement of Policy does not permit a moun- 
tain chart to display investment results on a total return 
basis or the measurement of these results in terms of a 
compound rate of total return. Neither have the use of 
semi-logarithmic charts nor the display of investment 
results on a market high to market low basis been per- 
mitted. 


However, an investor considering the purchase of mutual 
fund shares or a variable annuity contract might benefit 
from the inclusion in sales literuature of standardized 
charts of past investment results in a semi-log format, 
based upon compound rates of total return and displayed 
on a market high to market low basis. These innovations, 
and others contained in the proposed charts, could help 
investors better to understand and evaluate past returns, 
risks and costs of mutual funds and variable annuity con- 
tracts, and thus provide an efficient means of conveying 
information about the principal service those investment 
companies provide to the investing public. Set forth below 
is a discussion of the content of the Sample Charts the 
Commission proposes to add to the Sample Charts allowed 
by the Statement of Policy. 


Chart E 


Sample Chart E, set forth and described further in the 
Appendix, presents a continuous record of the results of 
an investment in a mutual fund on a total return basis. 
Its semi-log format is intended to allow visual compari- 
son and interpretation of results. It could be used to 
measure investment results both in terms of changes in 
the value of a sample investment and as a compound 
rate of return. 1/ Because fund investment results are 
shown together with a market index (Standard and Poor's 
Composite Index of 500 Stocks — the “S&P 500”) ona 
market high to market low basis, analysis of trends and 
variations in returns is also possible. 2/ Displaying fund 
results in terms of capital appreciation and investment 
income is intended to call attention to the variations in 
each component and the relative effect of each on total 
return. Measuring investment returns both before and 
after deduction of fund expenses and sales charges is 
intended to allow investors to see how these charges re- 
duce returns. 


Use of a uniform period — 10 years or the life of the fund 
if shorter — and uniform dimensions is intended to pro- 
mote comparison of fund results and to minimize the 
possibility of distortion. In summary, Chart E is designed 
to permit investors to make meaningful visual interpreta- 
tions of the past performance and current cost of their 
fund investment and to facilitate the comparison of such 
results from fund to fund. 


Chart F 
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Sample Chart F, set forth and described further in the 
Appendix, portrays the same investment results as are 
portrayed in Chart E utilizing a bar graph of year-by- 
year total returns for the fund and the S&P 500, side 
by side, over a ten year period along with the ten year 
average compound rate of return for the fund. It also 
indicates the relative effects of capital appreciation and 
net investment income on returns as well as the effects 
of expense and sales charges on the ten year average re- 
turn. 


Presentation of annual variations in the fund's return 
should assist investors in distinguishing the average 

rate of return for a mutual fund which varies from 
year-to-year from the constant return available from a 
savings account or a fixed inceme security. Contrasting 
the annual variations with the ten year average rate 
should emphasize the need for a longer term perspective. 
Comparing the annual returns with the market index 
would also give some indication of how fund returns 

are related to market fluctuations. Breaking the return 
into its constituent parts allows investors to distinguish 
between results obtained from income and capital appre- 
ciation and to make their own evaluation of the varia- 
bility of each source. It would also more cleariy illus- 
trate the impact of costs on the return. In order to en- 
able investors better to evaluate performance of manage 
ment for differing amounts of total net assets, a year- 
by-year listing of average assets is included in the informa 
tion at the base of the Chart. 


VARIABLE ANNUITIES — CHARTS G AND H 


The methods used for Charts E and F have been adapted 
to portray the investment results during the accumulation 
period for a hypothetical variable annuity which, for pur- 
poses of illustration, is assumed to be a unit investment 
trust invested entirely in the shares of the fund portrayed 
on Charts E and F. These Charts are set forth and des- 
cribed in the Appendix. 


Results are displayed before and after expenses and deduc- 


tions for insurance company taxes, if any, to allow in- 


vestors to compare these deductions and to analyze their 
ffect on investment results. However, because of the 

jture of a variable annuity investment, the effect of 

arges and other deductions from purchase pay- 

ments on past investment returns cannot be as simply 
ind concisely expressed as it is for a one-time invest- 
ment in a mutual fund. Therefore, sales charges are not 
portrayed on rts G and H but must be dislcosed 
separately 


Because variable annuities do not distribute investment 
income in cash, the breakdown of the total return into 
income and appreciation components is not displayed 
on the charts; however, figures for the components of 
the total return (appreciation, reinvested income, an 
assumed insurance company tax of 30% of capital appre 
ciation, and expenses consisting of the underlying fund 
expenses together with an assumed risk charge of .75%) 
are listed in summary form beneath Charts G and H. 
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Additional Comments Requested 


In addition to views on the proposed Sample Charts, the 
Commission requests public comment regarding: 


(1) the appropriateness of requiring charts substantially 
similar to the proposed Sample Charts in sales literature 
and prospectuses. 


(2) the appropriateness of requiring that Chart A in the 
current Statement of Policy be included in any prospectus 
or sales literature which portrays Sample Charts E and F. 


The Commission would also welcome additional public 
comments and suggestions for change in other aspects oi 
the Statement of Policy. 


Appended to this Release are the text of the proposed 
amendment to the Statement of Policy and the Sample 
Charts, the use of which would be permissible under the 
amendment. 


Interested persons are requested to subrnit their views 

and comments on the above proposal in triplicate to 
George A. Fitzsimmons, Secretary, Securities and Ex- 
change Commission, Washington, D. C. 20549, no later 
than December 30, 1974. All material should be designated 
“Program to Revise the Statement of Policy” File No. $7- 
537. 


By the Commission 


George A. Fitzsimmons 
Secretary 


1/ Average rates of return, which may also be referred to 
as ‘‘average growth rates,’’ are measured in terms of a 
continuously compounded rate on these charts. This per- 
mits the average rate of total return to be expressed as 
the sum of the rate of capital appreciation end the rate 
of investment income. It also permits the average return 
over a period of years to be expressed as the simple arith- 
metic average of the annual returns. By multiplying the 
average growth rate by the number of years an investment 
is held, the ‘““cumulative growth” of the investment is es- 
tablished. The cumulative growth of the investment is 
portrayed on Charts E and G which can be used to mea- 
sure results both in dollars and average growth rates as 
described in the Appendix. 


2/ The S&P 500 Index is included to demonstrate the 
effect of fluctations in the securities markets on fund 
investment results and is not intended to suggest returns 
available from an alternative investment program. A 
footnote to each chart explains the limited purpose for 
which the !ndex is portrayed. 


PROPOSED AMENDMENT TO THE STATEMENT OF 
POLICY 


It will be materially misleading hereafter for sales litera- 
ture — 
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(a) To represent or imply a percentage return in the 
shares of an investment company except in accordance 
with paragraph (t) or unless based upon — 


* a aa 


(j)(1)(i), The text, graphic detail and arrangement of any 
such chart should be substantially as shown on Sample 
Charts A, B, C, D, E, F, G, and H in the Appendix, 
whichever is applicable. 


(j)(3) Approved charts and tables patterned after Charts 
A, B, C and D and Tables 1, 2, 3, and 4 should conform 
with the following: 


(j)(4) Approved charts patterned after Charts E, F, G, 
and H should conform with the following: 


(i) If the life of the fund or the separate account is less 
than 10 years, the maximum number of complete calen 
dar years available should be used, and the average re- 
turn over the period covered should be used instead of 
the ten-year average return; 


(ii) The visual presentation on Charts E and G may be 
extended to cover a portion of the current calendar 

year by means of an overlay which would cover the 
figures for the investment results which appear on the 
right hand side of these charts. The extensions should be 
plotted as straight lines starting at the values of the 
cumulative growth at the end of that last complete calen 
dar year and ending with the most recent values. The 
overlay should not include figures for the investment 
results at the end of the extended period such as are 
shown at the end of the ten-year period. 


(iii) A comparison with an appropriate market index or 
index of funds, other than Standard & Poor’s 500 Stock 
composite Index (the ““S&P 500’) may also be presented 
on Charts E or G provided that the results on such other 
indices are shown on a total return basis and that charts 
showing comparisons with other indices are accompanied 


by a chart which shows a comparison only with S&P 500. 


liv) If the holdings of equity securities by the fund or 
variable annuity separate account are less than 10 per- 
cent of the total assets over the period covered on the 
chart, a comparison with the S&P 500 is not required 
and the dates of the “intermediate market highs and 
lows during the year’”’ needed in constructing Charts E 
or G should be determined in reference to the results 
of the subject fund or separate account rather than in 
reference to the S&P 500. 


‘v) The results of an investment of other than $10,000 
may be portrayed on Charts E or F provided that they 
are accompanied by a chart portraying a $10,000 invest- 
ment. 


vi) If the sales charge for a fund has changed, the most 
recent charge, if any, applicable to an investment of 









$10,000 should be portrayed on Charts E and F for the 
entire period covered. 


(vii) The results of a single investment of $10,000 in a 
mutual fund may be portrayed on a chart substantially 
similar to Chart E which contains the following informnia- 
tion: 


A. The cumulative growth of the investment on a total 
return basis both before and after expense deductions, 
and the cumulative growth due to capital appreciation, 
plotted on a market high to market low basis over the 

past ten calendar years; 


B. The cumulative growth of the S&P 500 on a total 
return basis, plotted on a market high to market low 
basis over the past ten calendar years; and 


C. A year-by-year summary of results disclosing: 


a. Year-by-year and ten-year average total returns after 
expense deductions expressed as the sum of the returns 
due to net investment income and capital appreciation; 
and 


b. The effect of any sales charge on the first-year’s total 
return; and 


c. The effect of any withdrawal charge on the tenth 
year’s total return; and 


d. The effect of any sales and/or withdrawal charge on 
the ten-year average total return. 


D. The chart should clearly differentiate by means of 
separate markings the cumulative effects of capital appre- 
ciation, net investment income and fund expenses such 
as in Sample Chart E. However, markings showing capi- 
tal depreciation are not necessary for periods when the 
cumulative growth due to capital appreciation is nega- 
tive. 


(viii) The ten-year average annual rate of return on a 
single investment of $10,000 in a mutual fund may be 
portrayed on a chart substantially similar to Chart F 
which contains the following information: 


A. A bar graph presentation of the total returns after 
expense deductions for each year over the past ten 
calendar years, side-by-side with the total returns for 
the S&P 500; 


B. A bar graph presentation of the ten-year average 
total return before expense deductions expressed as the 
sum of the average return due to capital appreciation 
and the average return due to investment income, indi- 
cating the effects of fund expenses and the sales charge 
(and any withdrawal charge) on the ten-year average 
return and highlighting the return after expenses and 
after the sales (and/or withdrawal) charges; 


C. A year-by-year summary of results, as is described 
in item (vii) C of this section; and 
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D. A listing of the average assets under management for 
each calendar year over the ten-year period. 


(ix) The return on an accumulation unit in a variable an 

nuity separate account may be portrayed on a chart sub- 

stantially similar to Chart G which contains the following 
information: 


A. The cumulative growth of an accumulation unit, 
plotted on a market high to market low basis over the 
past ten calendar years, before tax deductions and be 
fore expenses and risk charges, after tax deductions but 
before expense and risk charges, and after tax deductions 
and after expense and risk charges; 


B. The cumulative growth of the S&P 500 on a total r« 
turn basis, plotted on a market high to market low basis 
over the past ten calendar years; 


C. Alisting of the year-by-year and ten-year average 
total returns on an accumulation unit after tax deduc- 
tions and after expense and risk charges, expressed as 
the sum of the returns due to capital appreciation and to 
investment income, less the effects on the return of tax 
deductions and of expense and risk charges. 


D. The chart should clearly differentiate by means of 
separate markings the cumulative effects of tax deduc- 
tions, expense and risk charges, and the total return 
after tax deductions and after expense and risk charges, 
such as in Sampie Chart G. 


(x) The ten-year average annual rate of return on an 
accumulation unit in a variable annuity separate account 
may be portrayed on a chart substantially similar to 
Chart H which contains the following information: 


A. A bar graph presentation of the returns on an accumu 
ation unit after tax deductions and after expense and 
risk charges side-by-side with the total returns for the 
S&P 500, for each year over the past ten calendar years 


B. A bar graph presentation of the ten-year average 
return on an accumulation unit after tax deductions and 
after expense and risk charges, which shows the effects 
of tax deductions and of expense and risk charges on the 
ten-year average return; 


C. A year-by-year summary of results as is described in 
item (ix) C of this section. 


(10) For purposes of constructing Charts E, F, G, and H 
the following definitions apply: 


(i) Capital Appreciation for a Day refers to any capital 
gains realized during the day, less any capital losses, plus 
any unrealized appreciation during the day, less any un- 
realized depreciation. 


(ii) Fund Investment Income for a Day refers to the in- 
come realized by the fund during the day from dividends 
and interest on portfolio securities and from all other 
sources except realized and unrealized capital gains or 
losses. The investment income, as defined here, is not 
reduced by expense deductions. 
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(iii) Fund Expenses for a Day refers to the total amount 
of expenses deducted from the fund during the day, in- 
cluding the management fee, but excluding income taxes 
on realized gains from security transactions. 


(iv) Net /nvestment Income for a Day is equal to the fund 
investment income for a day minus the fund expenses for 
the day. 


(v) The Daily Growth Rate of a Fund Investment ona 
Total Return Basis before Expense Deductions is equal 
to the natural logarithm of one plus the ratio of the sum 
of capital appreciation plus fund investment income for 
the day to the net assets of the fund at the beginning 

of the day. 


(vi) The Daily Growth Rate of a Fund Investment on a 
Total |. 2turn Basis after Expense Deductions is equal to 
the natural logarithm of one plus-the ratio of the sum of 
capital appreciation plus net investment income for the 
day to the net assets of the fund at the beginning of the 
day. For funds which have sales charges on dividend re- 
investments, the net investment income for the day is 
reduced by the applicable sales charge. However, any 
sales charges on the initial amount invested are not de- 
ducted when making this calculation. 


(vii) The Daily Growth Rate of a Fund Investment Due 
to Capital Appreciation is equal to the natural logarithm 
of one pilus the ratio of the capital appreciation for the 
day to the net assets at the beginning of the day. 


(viii) The Daily Growth Rate of a Fund Investment Due 
to Investment Income, Before Expenses is equal to the 
daily growth rate of a fund investment on a total return 
basis before expenses minus the daily growth rate due 
to capital appreciation. 


(ix) The Daily Growth Rate of a Fund Investment Due 
to Net Investment Income is equal to the daily growth 
rate of a fund investment on a total return basis after 
expense deductions minus the daily growth rate due to 
capital appreciation. 


{x) The Average Annual Rate of Return ona Fund In- 
vestment Over a Specified Number of Years can be 
found for the total return before expense deductions, 
the total return after expense deductions, the return 
due to capital appreciation, the return due to investment 
income before expense deductions, and the return due 
to net investment income. In each case it is equal to the 
sum of the corresponding daily growth rates over the 
specified period, divided by the number of years covered. 
The resulting rate of return is in terms of a continuously 
compounded rate. 


(xi) The Cumulative Growth (or the Sum of the Daily 
Growth Rates) of a Fund Investment Over a Specified 
Period can be found for the total return before expenses, 
the total return after expenses, the return due to capital 
appreciation, the return due to investment income before 
expenses and the return due to net investment income. 
In each case it is equal to the sum of the corresponding 
daily growth rates over the specified period. 












(xi 
me 
yee 
of | 
the 
cha 
eff 
by 


(xi 
the 
che 
log 
as 
dra 
to’ 
ret 


(xi 
ise 
ret 
anr 
per 


(XV 
an\ 
tio 
Caf 
unt 


(xv 
the 
div 
all 
gai 
is 1 
tax 


(xv 
am 
acc 
inc 
clu 
as ¢ 


(xv 
ref 
tio 
sep 


cor 


(xi 
Bei 
Ch 
the 
the 
tio! 


(xx 
Afi 
Chi 
the 
plu 
dec 









(xii) The Average Effect of the Sales Charge on the Invest- 
ment Return: The effect of the sales charge on the first 
year’s return is equal to the natural logarithm of the ratio 
of the net amount invested (after the sales charge) to 

the total purchase price. The average effect of the sales 
charge on the return over a longer period is equal to the 
effect of the sales charge on the first year’s return divided 
by the number of years covered. 


(xiii) The Average Effect of the Withdrawal Charge on 
the Investment Return: The effect of the withdrawal 
charge on the final year’s return is equal to the natural 
logarithm of one minus the withdrawal charge (expressed 
as a decimal fraction). The average effect of the with- 
drawal charge on the return over a longer period is equal 
to the effect of the withdrawal charge on the final year’s 
return divided by the number of years covered. 


(xiv) The Average Effect of Fund Expenses on the Return 
is equal to the average annual rate of return on a total 
return basis after expense deductions minus the average 
annual rate of return on a total return basis before ex- 
pense deductions. 


(xv) The Unit Capital Appreciation for a Day refers to 
any capital gains realized during the day, per accumula- 
tion unit, less any capital losses, plus any unrealized 
capital appreciation during the day, per accumulation 
unit, less any unrealized depreciation. 


(xvi) The Unit Investment Income for a Day refers to 
the income, per accumulation unit, during the day from 
dividends and interest on portfolio securities and from 
all other sources except realized and unrealized capital 
gains or losses. The investment income, as defined here, 
is not reduced by deductions for insurance company 
taxes or by expense and risk charges. 


(xvii) The Unit Tax Deduction for a Day refers to the 
amount of any deduction from (or possibly credit to) an 
accumulation unit, under the provision for the federal 
income tax liabilities of the insurance company. It in- 
cludes the amount of any tax charges which are expressed 
as a constant percentage of assets. 


(xviii) The Unit Expense and Risk Charges for a Day 
refers to the total amount of all charges, per accumula- 
tion unit, which are deducted during the day from the 
separate account and/or any affiliated underlying fund, 
except those charges under the provision for insurance 
company taxes. 


(xix) The Daily Growth Rate of an Accumulation Unit 
Before Tax Deductions and Before Expense and Risk 
Charges is equal to the natural logarithm of one plus 

the ratio of the sum of the unit capital appreciation plus 
the unit investment income for the day to the accumula- 
tion unit value at the beginning of the day. 


(xx) The Daily Growth Rate of an Accumulation Unit 
After Tax Deductions but Before Expense and Risk 
Charges is equal to the natural logarithm of one plus 
the ratio of the sum of the unit capital appreciation 
plus the unit investment income minus the unit tax 
deduction for the day to the accumulation unit value 































at the beginning of the day. 


(xxi) The Daily Growth Rate of an Accumulation Unit 
After Tax Deductions and After Expense and Risk 
Charges is equal to the natural logarithm of the accumula- 
tion unit value at the end of the day to the accumulation 
unit value at the beginning of the day. 


(xxii) The Daily Growth Rate of an Accumulation Unit 
Due to Capital Appreciation is equal to the natural 
logarithm of one plus the ratio of the unit capital appre- 
ciation for the day to the accumulation unit value at the 
beginning of the day. 


(xxiii) The Daily Growth Rate of an Accumulation Unit 
Due to Investment Income is equal to the daily growth 
rate of an accumulation unit before tax deductions and 
before expense and risk charges minus the daily growth 
rate of an accumulation unit due to capital appreciation. 


(xxiv) The Average Annual Rate of Return onan 
Accumulation Unit Over a Specified Number of Years 
can be measured for the return before tax deductions 
and before expense and risk charges, the return after 
tax deductions but before expense and risk charges, the 
return after tax deductions and after expense and risk 
charges, the return due to capital appreciation, and the 
return due to investment income. In each case it is equal 
to the sum of the corresponding daily growth rates over 
the specified period, divided by the number of years 
covered. The resulting rate of return is in terms of a 
continuously compounded rate. 


(xxv) The Cumulative Growth (or the Sum of the Daily 
Growth Rates) of an Accumulation Unit Over a Specified 
Period can be measured for the return before tax deduc- 
tions and before expense and risk charges, the return 
after tax deductions but before expense and risk charges, 
the return due to capital appreciation, and the return due 
to investment income. In each case it is equal to the sum 
of the corresponding daily growth rates over the specified 
period. 


(xxvi) The Average Effect of Tax Deductions on the 
Return on an Accumulation Unit is equal to the average 
annual rate of return on an accumulation unit after tax 
deductions but before expense and risk charges minus the 
average annual rate of return on an accumulation unit be- 
fore tax deductions and before expense and risk charges. 


(xxvii) The Average Effect of Expense and Risk Charges 
on the Return on an Accumulation Unit is equal to the 
average annual rate of return on an accumulation unit 
after tax deductions and after expense and risk charges 
minus the average annual rate of return on an accumula- 
tion unit after tax deductions but before the expense and 
risk charges. 


(xxviii) The Cumulative Growth of the S&P 500 on a 
Total Return Basis Over a Specified Period is equal to 
the sum of all prior Weekly Indices for the Yield of the 
S&P 500 since the start of the period covered plus the 
natural logarithm of the ratio of the final value of the 
index to the initial value. Values of the index and the 
Weekly Indices for the Yield of the S&P 500 are contained 
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in Standard and Poor's ‘‘Trade and Security Statistics’. 
These Weekly Indices must be divided by 52 weeks and 
expressed as a decimal fraction. 


(xxix) The Average Rate of Return of the S&P 500 
Over a Specified Number of Years is equal to the cumu- 
lative growth of the S&P 500 over the specified period 
divided by the number of years covered. 


(xxx) Dates of Intermediate Market Highs to Market 
Lows During a Year are determined in the following 
manner: 


A. Plot the daily values of the S&P 500 index on a graph; 
B. Connect the year end values with a straight line; 

C. Find the date, if any, when the vertical distance be- 
tween this line and those values of the index above 

this line is the greatest. This is the date of the inter- 


mediate market high during the year. 


D. Use a corresponding procedure to find the date, if 
any, of the intermediate market low during the year. 


(xxxi) Cumulative Growth Plotted on a Market High 


to Market Low Basis means that the values of the cumula- 


tive growth at year ends and at the dates of intermediate 
market highs and lows should be plotted on the chart 
and these values connected by straight lines. 


(xxxii) Cumulative Growth Scale is a linear scale which 
is used to measure the cumulative growth of the invest- 
ment (or the sum of the daily growth rates) on Charts 

E and G. The proportions of the charts must be such 
that the vertical distance on the chart between a cumula- 
tive growth of 0% and 100% is the same as the horizontal 
distance on the chart represented by 5 years. 


(xxxiii) Actual Investment Results Scale is a logarithmic 
scale which is used to measure changes in the dollar value 
of the sample investment on Chart E. The cumulative 
growth corresponding to the value of a sample invest- 
ment as measured on the Actual Investment Results 
Scale is the natural logarithm of the ratio of the value 

of the sample investment to the net amount invested. 


(xxxiv) Accumulation Unit Value Scale is a |ogarithmic 
scale which is used to measure changes in the dollar value 
of an accumulation unit on Chart G. The cumulative 
growth corresponding to the value of an accumulation 
unit as measured on the Accumulation Unit Value Scale 
is the natural logarithm of the ratio of the value of the 
accumulation unit to the initial value. 


” * * 


(t) To represent or imply in sales literature a compound 
rate of total return for an investment in a mutual fund or 
a variable annuity contract unless such representation is 
accompanied by a chart(s) substantially similar to sample 
chart F in the case of a mutual fund, or sample chart H 


in the case of a variable annuity contract. Any such repre- 


sentation may, in addition, be accompanied by sample 
chart E, in the case of a mutual fund, or sample chart 
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G, in the case of a variable annuity. 


ILLUSTRATION AND DESCRIPTION OF CHART E 


Sample Chart E may be used for various measurements 
of investment results as illustrated in the following 
questions and answers. 


(1) What would an investment of $10,000 ($9,150 after 
deduction of an 8.5% sales charge) be worth on a total 
return basis if invested over the ten year period shown 
assuming capital gians distributions and any net invest- 
ment income (after expense deductions) are reinvested? 


A. $27,665. 


In general, the change in the value of a sample invest- 
ment is obtained by first measuring the total growth 
on the ‘cumulative growth scale’’, and then finding the 
corresponding amount on the “‘actual investment results 


scale.”’ In this case, the figure for the total growth, 110.6%, 


and the corresponding figure for the value of the sample 
investment, $27,665, are both displayed on the right hand 
side of the chart. 


(2) What is the first year return (a) before and (b) after 
sales charges? 


A. (a) 13.6%. 
(b) 4.7%. 


The total return for the first year 13.6% is listed in the 
“Year by Year Summary of Results’ beneath Chart E. 
The total sales charge has been applied against the first 
year’s return since it is paid at the time of purchase. The 
reduction in the first-year return due to the sales charge 
is 8.9%. This is the economic cost of the sales charge (the 
total growth needed to increase the net investment of 
$9,150 to $10,000). The total first-year return after the 
sales charge is 4.7%, which is 13.6% less 8.9%. 


(3) (a) What is the ten-year average growth rate (or aver- 
age rate of return, compounded continuously) on a total 
return basis not taking into account the sales charge? 
(b) What is the average reduction in the ten-year average 
growth rate which results from the sales charge? and (c) 
What is the average growth rate taking into account the 
average sales charge reduction? 


A. (a) 11.06% 
(b) -.89% 
(c) 10.17% 


The total growth over this ten-year period is 110.6%. The 
average growth rate, not taking the sales charge into 
account, is the total growth of 110.6% divided by ten 
years, or 11.06%. 


The sales charge reduces the first year return by -8.9%. 
Dividing -8.9% by ten years gives the average effect of 
the sales charge on the ten year average investment return 
(-.89%). The average growth rate taking the sales charge 
into account is 11.06% minus .89%, which is 10.17% as 
is shown in the ‘‘Ten Year Average Column” beneath the 
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Chart E. 


(4) (a) What would an investment of $10,000 ($9,150 
after deduction of an 8.5% sales charge) be worth if in- 
vested over the last five years — 1968 through 1972 - 
on a total return basis? What is the average growth rate 
over this period (b) not taking the sales charge into 
account? and (c) taking the sales charge into account? 


A. (a) $12,868 
(b) 6.76% 
(c) 4.98% 


The total growth over this five-year period is 33.8%. 

This is the difference between cumulative growth of 110.6% 
at the end of 1972 and the cumulative growth of 76.8% 

at the end of 1967, as can be measured using the Cumu- 
lative Growth Scale. A total growth of 33.8% corresponds 
to $12,868 on the Actual investment Results Scale. 


When the total growth of 33.8% is divided by five years, 
it gives an average growth rate of 6.76%, without taking 
into account the sales charge. 


The sales charge reduces the return for 1968 by -8.9%. 
Dividing -8.9% by five years gives the average effect of 
the sales charge on the five-year average investment re- 
turn (-1.78%). The average growth rate taking the sales 
charge into account is 6.76% minus 1.78%, which is 
4.98%. 


(5) (a) What would an investment of $10,000 ($9,150 
after deduction of an 8.5% sales charge) be worth at the 
end of ten years assuming that realized capital gains are 
reinvested and that net investment income of the fund 
isimmediately distributed in cash as it is earned? (b) 
What is the ten-year average rate of appreciation (not 
taking the sales charge into account) ? 


A. (a) $17,497 
(b) 6.48%. 


The total growth of the investment assuming that realized 
capital gains are reinvested and that the net investment 
income of the fund is immediately distributed in cash as 
it is earned represents the growth due to capital apprecia- 
tion and is 64.8%. This corresponds to $17,497 on the 
actual investment results scale. Dividing 64.8% by ten 
years gives an average rate of appreciation of 6.48% (not 
taking into account the sales charge). 


(6) What is the average effect of fund expenses on the ten- 
year average return (or the average annual expense ratio, 
in terms of a rate that is ‘‘deducted continuously’’)? 


A. -.84% 


The total growth before deduction of fund expenses is 
119.0%; the total growth after deduction of fund expenses 
is 110.6%. The average effect of fund expenses is -.84% 
which is the difference between 110.6% and 119.0%, 
divided by ten years. 


(7) What is the average return due to net investment in- 
come over the ten-year period? 


The average growth rate on a total return basis over ten 
years (not taking into account the sales charge) is 11.06% 
This return is due to both capital appreciation and net 
investment income. The average rate of capital apprecia 
tion is 6.48%. The average return due only to net invest 
ment income is the difference between 11.06% and 6.48%, 
which is 4.58%. This return is sometimes referred to as 

the ‘yield rate’ of the investment 


(8) (a) If $10,000 was invested at a constant return of 
5% compounded continuously, what would the value of 
this investment be at the end of 10 years? and (b) How 
would the results of this investment appear if they were 
portrayed on Chart E? 


A. (a) $16,487. 
(b) A straight line, starting at $10,000 and ending at 
$16,487. 


The total growth of this investment over ten years is the 
product of the average annual growth rate of 5% times 
10 years, which is 50%. Since the net amount invested is 
$10,000 rather than $9,150, the starting point on the 
Cumulative Growth Scale is 8.9% rather than 0%. The 
ending point on the Cumulative Growth Scale, 58.9%, is 
obtained by adding the 50% total growth to the 8.9% 
starting point. A cumulative growth of 58.9% corresponds 
to $16,487 on the Actual Investment Results Scale. Since 
the return is constant, this investment could be portrayed 
on Chart E as a straight line, starting at $10,000 and end 
ing at $16,487. 


(9) How can the average growth rate and trends in the 
growth rate be obtained by inspection of Chart E? 


A. The slope of a line between any two points is mea- 
sured by dividing the vertical increase by the horizontal 
increase. This is exactly the way the average growth rate 
was determined on Chart E — by dividing the total 
growth by the number of years covered. Thus, the aver 
age growth rate is given by the slope of the line connecting 
these two points. In general, the various measurements 
of investment returns described above are reflected direct 
ly in the visual presentation, and it is not essential to 
make each of the various measurements in order to com 
pare two funds. 
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ILLUSTRATION AND DESCRIPTION OF CHART F 


Sample Chart F may be used to illustrate and explain 
a compound rate of return for a fund. It uses a bar 
graph to portray total returns for each year and for 
the ten-year period. The display for the ten-year aver- 
age total return indicates the relative effect of capital 
appreciation, investment income of the fund, fund 
expenses, and the sales charge on the return. In addi- 
tion, annual returns and the ten-year average total 
return before and after sales charges, are listed on the 
year-by-year summary at the bottom of the chart, 
along with the breakdown of the total return into the 
rate of appreciation and the return due to net invest- 
ment income. 


Although Sample Chart F portrays only annual returns 
and the ten-year average return, returns over inter- 
mediate periods longer than a year can be found by 
averaging the annual returns. This is illustrated in the 
following questions and answers. 


(1) What is the average rate of total return over the 
last five years — 1968 through 1972 — (a) not taking 
into account the sales charges? and (b) taking into 
account the sales charge? 


A. (a) 6.76% 
(b) 4.98% 


The average rate of total return not taking the sales 
charge into account is the simple arithmetic average 
of the annual returns. 


6.76% = 30.3% - 25.5% + 3.5% + 24.4% + 1.1% 


5 years 





To determine the average rate of total return after the 
sales charge, the economic cost of the sales charge, -8.9%, 
must be averaged in with the annual returns, thus: 


4.98% = - 8.9% + 30.3% - 25.5% + 3.5% 


5 years 





+ 24.4% + 1.1% 





(2) What is the average rate of appreciation over the last 
five years — 1968 through 1972? 


A. 2.02% 


This is the simple arithmetic average of the annual rates 
of appreciation: 


2.02% = 26.8% - 29.7% - 2.8% + 19.3% - 3.5% 
5 years 





(3) What is the average yield rate due to net investment 
income over the last five years — 1968 through 1972? 


A. 4.75% 


This is the simple arithmetic average of the annual in 
come returns: 


4.74% = 3.5% + 4.2% + 6.3% + 5.1% + 4.6 
5 years 


ILLUSTRATION AND DESCRIPTION OF CHART G 


Chart G portrays the growth of an accumulation unit 
which measures changes in the value of a single payment 
investment in the separate account. Although it does not 
portray the effect of sales charges on investment returns, 
it should provide sufficient information for investors to 
meaningfully analyze and compare investment returns, 
risks, and expenses and tax deductions for different vari 
able annuities. 


Charts G and H portray the total investment results 
achieved by the manager of the separate account. How- 
ever, these results are reduced by expenses and by deduc 
tions for insurance company taxes. Therefore, these de- 
ductions are represented separately on Charts G and H 


The interpretations and measurements of investment re- 
sults for Chart G are similar to those for Chart E. Some 
of these measurements are illustrated for variable annui 
ties in the following question and answers 


(1) What would a one time investment of $1,000, net of 
sales charges, be worth if invested in the separate account 
over the ten-year period? 


A. $2,309 


The investment results during the accumulation period are 
measured in terms of an accumulation unit. Assuming that 
the initial value of an accumulation unit was $10, a net 
investment of $1,000 would purchase 100 accumulation 
units. 


The cumulative growth of an accumulation unit over the 
ten-year period is 83.7%, which corresponds to an accum 
ulation unit value of $23.09. Thus, the final value of the 
investment in 100 accumulation units would be $2,309 


(2) What is the ten-year average growth rate of the accum- 
ulation unit (a) before taxes and expenses? and (b) after 
taxes but before expenses? and (c) What is the reduction 
in the ten-year average growth rate which results from 

tax deductions? 


A. (a) 11.90% 


(b) 9.96% 
(c) - 1.94% 
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Unit 
Value 
Scale 
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$15 
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1/ The Return on an Accumulation Unit is a Total Return, 
that is it Includes both Capital Appreciation and 
Investment Income. 


2/ Changes in the S&P 500 Index do not Reflect Expenses 
of Investment nor does the Index Represent an Available 

Alternative Investment Program. It is Included to Demon- 
strate the Effect of Fluctuations in the Securities Markets Y 
on Fund Results, 
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The total growth before taxes and expenses is 119.0%. 
The total growth after taxes but before expenses is 
99.6%. 


Dividing each of these figures by ten years gives the ten- 
year average growth rates before and after taxes. The 
difference between these rates, -1.94%, is the average 
reduction in the growth rate due to tax deductions. 


Variable annuity separate accounts are generally subject 
to a tax of 30% of their capital appreciation. Therefore 
this charge is portrayed in the illustration. However, the 
actual tax charge may vary somewhat from separate 
account to separate account, and may be non-existent 
in some cases. 


The effects of the tax charge on investment returns for 
each year are listed in the “Year by Year Summary of 
Results” beneath Charts G and H. 


(3) What is the average growth rate of an accumulation 
unit (a) after taxes but before expenses? and (b) after 
taxes and expenses? and (c) What is the reduction in the 
ten year average growth rate which results from ex- 
penses? 


A. (a) 9.96% 
(b) 8.37% 
(c) - 1.59% 


The total growth after taxes but before expenses is 99.6%. 
The total growth after taxes and expenses is 83.7%. Divid- 
ing each of these figures by ten years gives the average 
growth rates before and after expenses. The difference 
between these rates, -1.59%, is the average reduction in 
the growth rate due to expenses which includes the under- 
lying fund expenses plus an assumed risk charge of .75% 
per annum. 


(4) What is the average growth rate of an accumulation 
unit over the last 5 years — 1968 through 1972? 


A. 5.40%. 


This result can be obtained by the measurements that are 
described for Chart E in question 4, or by taking the simple 
arithmetic average of the annual returns for the last five 
years which are listed in the “Year by Year Summary of 
Results” beneath Chart G. Thus: 


5.40% = 21.52% - 17.37% + 3.58% + 17.88% + 1.37% 
5 years 





> * * 


ILLUSTRATION AND DESCRIPTION OF CHART H 


Sample Chart H may be used to illustrate and explain re- 
turns on an accumulation unit in a separate account. It 
uses a bar graph to portray annual investment returns and 
the average return for the ten-year period. The display of 
the ten-year average return also indicates the relative effect 
on the return of deductions for insurance company taxes 
and charges for investment management and mortality and 
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expense risks. In addition, the annual and ten-year average in- 
vestment returns and the components of these returns — 
appreciation, income, tax deductions, and expense and risk 
charges — are listed in summary form beneath Chart H. How. 
ever, Chart H, like Chart G, does not indicate the effect of 
sales charges on the investment return. 





Interpretations of Chart H are illustrated in the following 
questions and answers. 


(1) What is the relative effect of appreciation, income, tax 
deductions, and expense and risk charges on the 8.37% ten 
year average investment return? 


} 
j 


A. Appreciation: +6.48% 

Income: +5.42% 

Tax Deductions: -1.94% 

Expense and Risk Charges: _-1,59% 
8.37% ) 


These figures are listed in the 10 Year Average column 
beneath Chart H. The investment return of the separate 
account before all deductions and charges is the sum of 
the rates of appreciation and income, which is 6.48% plus 
5.42%, or 11.90%. Tax deductions reduce the 11.90% 
return by -1.94%, leaving an investment return of 9.96%, 
after taxes but before expense and risk charges. The ex- 
pense and risk charges reduce the 9.96% return by an 
average of -1.59%, leaving a net investment return of 
8.37% after taxes and expenses. 


— 


(2) How have the tax deductions affected the investment } 
return of the separate account (a) in 1968? and (b) in 1969? 


A. (a) -8.05% 
(b) +8.92% 


These figures are listed beneath Chart H. In years when } 
the separate account appreciates, tax deductions will tend 

to reduce the appreciation. However, in years when the } 
separate account depreciates, it may receive a refund based 
upon previous tax deductions. Thus, the provision for taxes } 
on the separate account tends to have a smoothing effect 

on its investment returns. 


(3) What is the average investment return on an accumule- 
tion unit during the last 5 years — 1968 through 1972? 


A. 5.40%. 


This is the simple arithmetic average of the annual investment 
returns. Thus: 


5.40% = 21.52% - 17.37% + 3.58% + 17.88% + 1.37% 
5 years 





(4) What is the average rate of capital appreciation during 
the last 5 years — 1968 through 1972? 


A. 2.01% 











This is the simple arithmetic average of the annual rates of 
capital appreciation. Thus: 














2.01% = 26.82% - 29.74% - 2.82% + 19.33% - 3.54% 
5 years 
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ILLUSTRATION OF TEN YEAR AVERAGE 8.37% INVESTMENT RETURN 
ON AN ACCUMULATION UNIT IN SEPERATE ACCOUNT ABC 1 / 








YEAR BY YEAR AND TEN YEAR AVERAGE INVESTMENT RETURNS 
ON AN ACCUMULATION UNIT, AFTER INSURANCE COMPANY TAXES AND 
AFTER EXPENSE AND RISK CHARGES, BUT BEFORE SALES AND ADMINISTRATIVE CHARGES 


pe] EFFECT OF DEDUCTIONS FROM THE SEPARATE ACCOUNT FOR INSURANCE 


COMPANY TAXES ON TEN YEAR AVERAGE INVESTMENT RETURN 2/ 


EFFECT OF EXPENSE AND RISK CHARGES UN TEN YEAR 
d AVERAGE INVESTMENT RETURN 


ANNUAL CHANGES | N S&P 500, ON A TOTAL RETURN BASIS, BEFORE EXPENSES 2 
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indicates COMPARED WITH S&P 500, ON A TOTALRETURN BASIS MENT RETURN ON AN 
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I~ 


/ The Return on an Accumulation Unit is a Total Return, that is it includes both Capital Appreciation and Investment Income, 
and is Expressed in terms of a Continuously Compounded Rate. 


2/ These Taxes are Paid by the Insurance Company. An Investor will not be Taxed on Investment Gains of the Separate Account 
~ Until He Receives Annuity Payments or Redeems His Account. See “Taxes” in the Prospectus. 





jo 


/ Changes in the S&P 500 Index Do Not Reflect Expenses of Investment nor Does the Index Represent an Available Alternative 
Investment Program. It is Included to Demonstrate the Effect of Fluctuation in the Securities Markets on Fund Results. 
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and Ruth D. Appleton, Chief, Branch of Small Issues, 
Division of Corporation Finance and Robert C. Lewis, 
Associate Director and Harry Melamed, Assistant Director, 





SECURITIES ACT OF 1933 Division of Market Regulation have been designated hear- 
Release No. 5538/November 5, 1974 ing officers to preside over the hearings, to administer 

oaths and affirmations to subpoena witnesses to compel 
SECURITIES EXCHANGE ACT OF 1934 their attendance, to take evidence, to require the produc- O| 
Release No. 11088/November 5, 1974 tion of any books, papers and other records deemed rele- RI 


vant or material to the inquiry and to perform other du- 
ties in connection therewith as prescribed by law. Donald 





INVESTMENT COMPANY ACT OF 1940 J. Myers of the Division of Corporation Finance will serve Mi 
Release No. 8572/November 5, 1974 as Counsel for the Investigatory Proceeding and Paul F. Ce 
Pautler and Jerold N. Siegan of that Division will serve m 
PUBLIC FACT-FINDING INVESTIGATION IN THE as Associate Counsel for the Proceeding. Staff members br 
MATTER OF BENEFICIAL OWNERSHIP, TAKEOVERS of the Division of Market Regulation will participate in th 
AND ACQUISITIONS BY FOREIGN AND DOMESTIC certain aspects of the hearing. Cr 
PERSONS - 
Any interested person who wishes to appear and give an ac 
(File No. 4-175) oral presentation of his views at the hearing: (i) shall cc 
contact Messrs. Myers, Pautler or Siegan at 202/755- B 
ee ee ee 1750; (ii) shall submit twenty-five copies of the written " 
col - Me ae test of his prepared statement to said counsel no later he 
mission announced that it had ordered a public investigatory ‘ anirars = 
S : “ z : : than three business days prior to such person’s scheduled pr 
proceeding, including public hearings, to ascertain facts, ‘ - (iii) shall ily be limited t si 
conditions, practices and other matters relating to bene- PPSSFERCS, iit) Man Generanty Be twsec 60 e twenty . 
ficial ownership, takeovers and acquisitions by foreign —— prepared CERSERONK, and (iv) shall be prepared to m 
dd ti ¥ in Salat off this tented ‘ respond to inquiries from said hearing officers and coun- 
wine eee tase ome rt hea ye vant ond pete saeonrscel sel. Any interested person desiring additional information A 
Exchange Act of 1934, particularly certain amendments regarding hearing procedures er hgaed other — of the | 
to the Exchange Act which were enacted in 1968 and proceeding or desiring to submit specific questions to be > 
1970 (Securities Act of 1933 Release No. 5526). The re- asked at the hearing shall contact counsel for the proceed- 
ing at 202/755-1750. at 


lease announcing these proceedings contained an enumer- 
ation of specific areas of inquiry relating to six general 
topics which would be examined during the proceeding 
but indicated that the Commission reserved the right to 
amend the list of general topics and specific inquiries. 


sion’s News Digest for persons interested in attending 


A schedule of witnesses will be published in the Commis- > | 0 
the public hearings or requesting copies of prepared | 


Slat «eee ‘ : : statements and oral testimony of witnesses. in 
The Commission invited views or suggestions concerning ” 
other i r other inquiries which should be examined : , - 
. z SOPncs OF OF q : ; Since the public hearings are expected to be completed P 
during the course of the proceeding to be submitted by ; : 1a S 
he . ; during the month of December, 1974, the Commission } < 
October 11, 1974. In addition, any interested person wish- : Bye : : b 
; : Abe: s igi requests all interested persons wishing to submit written 
ing to submit specific written comments of his views con- ee : : “gee 
; , ee : cise statements of their views relating to the inquiries set forth 
cerning the inquiries set forth in the release was invited to ii is eal dilinade te Ge on ent tater an een : 
do so at any time prior to the close of the record of the 1974 g . a 
proceeding. The release also stated that at a later date the z . 
Commission would issue another order designating the ’ 


specific date, time and place for the hearings and appoint- By the Commission. 


ing hearing officers to preside over the hearings. 
George A. Fitzsimmons 
The Commission has determined to examine one inquiry Secretary 
in addition to those set forth in the release announcing 
these proceedings. The additional inquiry, captioned A-5, 
is: Whether the Commission should adopt rules to facili- } 
tate communications between issuers and the beneficial 
owners of their securities. 


AD es 





~~ 1A. 





The Commission has determined that the public hearings 
as part of this public investigatory proceeding shall com- SECURITIES EXCHANGE ACT 
mence on November 13, 1974, at 10:00 a.m., Room 776 
at the offices of the Commission, 500 North Capitol 
Street, N. W., Washington, D. C. 20549 and shall continue 
thereafter at such times and places as will be determined } 
by one of the designated hearing officers. For purposes of SECURITIES EXCHANGE ACT OF 1934 
this proceeding Alan B. Levenson, Director, Ralph C. Release No. 11082/November 1, 1974 
Hocker, Associate Director, Richard H. Rowe, Associate 

Director, Neal S. McCoy, Associate Director, Mary E. T. 

Beach, Chief, Office of Disclosure Policy and Proceedings Admin. Proc. File No. 3-4570 
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In the Matter of 


MILES A. BAHL 
166 Academy Street 
Poughkeepsie, New York 


ORDER INSTITUTING PROCEEDINGS AND IMPOSING 
REMEDIAL SANCTION 


Miles A. Bahl, board chairman of First Duso Securities 
Corporation, formerly a registered broker-dealer 1/, sub- 
mitted an offer of settlement in an injunctive action 
brought by the Commission involving, among other 
things, a public offering of debentures of Valu Vend 
Credit Corporation. 2/ The Commission determined 

to accept the offer. Pursuant to the offer, which neither 
admitted nor denied the allegations of the Commission’s 
complaint, a permanent injunction was entered against 
Bahl enjoining him from violations of prospectus-deliv- 
ery and antifraud provisions of the securities acts. Bahl 
has also consented to the institution of administrative 
proceedings based on the injunction, and to the impo- 
sition of a specified sanction therein which it is in the 
public interest to impose. 


Accordingly, 1T 1S ORDERED that public proceedings 
pursuant to Section 15(b) of the Securities Exchange 
Act be, and they hereby are, instituted with respect to 
Miles A. Bahl on the basis of the injunction referred to 
above; and it is further 


ORDERED that Miles A. Bahl be, and he hereby is, 
suspended from being associated with any broker or 
dealer for a period of 9 months, effective as of the open- 
ing of business on November 11, 1974, and barred there- 
after from any such association except as a supervised 
person in a non-supervisory capacity, upon a showing 
satisfactory to the Division of Enforcement that he will 
be adequately supervised. 


For the Commission, by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ First Duso withdrew its registration effective March 
22, 1974. 


2/ SEC v. Alegheny Beverage Corporation, et al., Civil 
Action No. 932-73 (D.D.C.). 
















































SECURITIES EXCHANGE ACT OF 1934 
Release No. 11083/November 1, 1974 


See Investment Company Act Release No. 8565/Novem 
ber 1, 1974. 





SECURITIES EXCHANGE ACT OF 1934 
Release, No. 11084/November 4, 1974 


Admin. Proc. File No. 3-4283 
In the Matter of 


JAMES R. EHLEN 
Prior Lake, Minnesota 


NOTICE THAT INITIAL DECISION HAS BECOME 
FINAL 


In these proceedings under the Securities Exchange Act, 
no petition for review of the administrative law judge's 
initial decision has been filed with respect to James R. 
Ehlen. The time for filing any such petition has expired, 
and the Commission has not determined to review the is- 
sues with respect to Ehlen on its own initiative. 


Accordingly, notice is hereby given, pursuant to Rule 
17(f) of the Commission’s Rules of Practice, that the 
initial decision of the administrative law judge with re- 
spect to James R. Ehlen has become the final decision 

of the Commission. The order contained in that decision 
barring Ehlen from association with any broker or deal- 
er with the proviso that, after seven months from the 
effective date of that order, he may apply to become so 
associated in a non-supervisory and non-proprietary capa- 
city upon a satisfactory showing that he will be adequate- 
ly supervised is hereby declared effective. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11085/November 4, 1974 


Admin. Proc. File Nos. 3-4352 and 3-4516 
In the Matter of 


MAYFLOWER SECURITIES CO., INC. 
1 State Street Plaza 
New York, New York 


(8-11569) 


SEC DOCKET/407 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these two broker-dealer proceedings under the Securi- 
ties Exchange Act, Mayflower Securities Co., Inc. (’’regis- 
trant’’), a registered broker-dealer, has submitted an offer 
of settlement which the Commission has determined to 
accept. Without admitting or denying the allegations in 
the orders for proceedings, registrant consents to findings 


of misconduct as alleged in those orders and to the imposi- 


tion of a specified sanction. 


On the basis of the orders for proceedings and the offer 
of settlement, it is found that: 1/ 


1. During the period from about September 1 to Decem- 
ber 8, 1972, registrant willfully violated Sections 5(a) and 
5(c) of the Securities Act in that it offered and sold shares 
of common stock of Management Dynamics, Inc. (“*MD’’) 
when no registration statement under that Act had been 
filed or was in effect as to such securities. 


2. During the same period, registrant willfully violated 
Section 17(a) of the Securities Act and Section 10(b) of 
the Exchange Act and Rule 10b-5 thereunder in that it 
created the appearance of a bona fide independent 

market for MD shares, and failed to disclose to purchasers 
and prospective purchasers the financial condition of MD, 
the character of its business and operations, its manage- 
ment capabilities, and the true nature and worth of its 
securities. 


3. During the period from about September 1, 1972 to 
January 23, 1973, registrant willfully violated Section 
17(a) of the Securities Act and Section 10(b) of the Ex- 
change Act and Rule 10b-5 thereunder in connection 
with its activities involving the common stock of Mar- 
con Electronics Corp. Registrant manipulated the mar- 
ket for Marcon stock. It initiated the market at an artifi- 
cial level, quoted fictitious prices for Marcon, and 
effected transactions designed to influence the stock’s 
market price and create the false appearance of an active 
market. It sold Marcon stock at arbitrary prices, and 
failed to disclose to customers that the stock was worth- 
less since Marcon had gone through bankruptcy proceed- 
ings, all of its assets had been distributed to creditors and 
its corporate charter had been revoked. 


The offer of settlement provides that registrant’s broker- 
dealer registration may be suspended for 15 business days 
provided, however, that during such suspension regis- 
trant may: (1) consummate previously executed trans- 
actions and transactions in listed and exempt securities 
and mutual funds; (2) complete open contracts; (3) re- 
ceive and deliver securities; (4) make or receive payments 
in conjunction with permissable activity; (5) perform 
usual and ordinary back office and underwriting overa- 
tions except the purchase and/or sale of non-listed or 
non-exempt securities; and (6) act as non-soliciting selling 
broker where a previous customer desires to sell a non- 
exempt security purchased from or through registrant. 
Registrant may apply to the Commission for modification 


of the suspension in the event some extraordinary develop- 


ment in the securities market makes liquidation or adjust- 
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ment of its securities inventory necessary. 


Registrant undertakes, for the period of its suspension and 
the following 15 business days, to keep separate records 
of all transactions in securities traded over-the-counter 
{except exempt securities and mutual funds); to determine 
the total amount earned during that period in mark-ups 


and mark-downs without regard to deductions for commis- 


sions, expenses or other reductions; and to account for 
and dispose of such earnings pursuant to a plan submitted 
to and approved by the staff of the Commission. 


Registrant further represents that it will withdraw its 
appeal from an order of preliminary injunction entered 
aginst it by the United States District Court for the 
Southern District of New York in an action brought by 
the Commission. 2/ It states that it will consent to a 
judgment of permanent injunction in that action as re- 
quested by the Commission, without admitting or deny- 
ing the allegations against it except as to those findings 
of fact and conclusions of law already made by the court. 


in view of the foregoing, it is in the public interest to 
impose the sanction specified in the offer of settlement. 


Accordingly, 1T 1S ORDERED that, subject to the terms, 
conditions and undertakings set forth above, the broker- 
dealer registration of Mayflower Securities Co., Inc. be, 
and it hereby is, suspended for a period of 15 business 
days, commencing as of the opening of business on the 
Monday following the date hereof. 


For the Commission, by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ The findings herein are not binding on any other re- 
spondent named in the two proceedings. 


2/ SEC v. Management Dynamics, Inc., et al., 73 Civ. 
2641. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11086/November 5, 1974 


SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 18/November 5, 1974 


Admin. Proc. File No. 3-4267 
In the Matter of 


NORTH AMERICAN PLANNING CORPORATION 
230 Park Avenue 

New York, New York 

(8-5154) 


WILLIAM ROBERT RUBIN 
200 Linwood Avenue 
Fort Lee, New Jersey 
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AMENDED FINDINGS AND ORDER IMPOSING 
REMEDIAL SANCTIONS 


The Commission’s order of October 21, 1974, with respect 
to the above-named respondents imposed remedial sanc- 
tions on them. That order to which the respondents con- 
sented (Securities Exchange Act Release No. 11066) found 
that they had willfully violated specified provisions of the 
Securities and Securities Exchange Acts during the period 
from January 1972 through April 1973. It now appears 
that by virtue of the appointment of a receiver for North 
American, who later became its trustee under the Securi- 
ties Investor Protection Act, those violations ceased at the 
close of business on July 25, 1972. 


Accordingly, 1T 1S ORDERED that the findings hereto- 
fore made in these proceedings be, and they hereby are, 
amended to note the cessation of respondents’ viola- 
tions at the close of business on July 25, 1972. 


For the Commission, by the Office of Opinions and Re- 


view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11087/November 5, 1974 


Admin. Proc. File No. 3-4499 
In the Matter of 


TRAVIS & COMPANY, INC. 
Atlanta, Georgia 
(816989) 


ALANSON RAYMOND TRAVIS 
JOHN A. PITTMAN 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act, Travis & Company, Inc. (‘registrant’), a 
registered broker-dealer, Alanson Raymond Travis, who 
was registrant's president and treasurer, and John A. Pitt- 
man, who was vice president, have submitted an offer of 
settlement which the Commission has determined to 
accept. Solely for the purpose of these and any other 
proceedings under specified provisions of the Securities, 
Exchange, Investment Advisers, Investment Company 
and Securities Investor Protection Acts, and without 
admitting or denying the allegations in the order for 
Proceedings, respondents consent to findings of miscon- 
duct as alleged in that order and to the imposition of 
certain sanctions. 


On the basis of the order for proceedings and the offer of 
settlement, it is found that: 


1. During the period from about June 19, 1973 to Janu- 
ary 4, 1974, respondents willfully violated Section 17(a) 
of the Securities Act and Section 10(b) of the Exchange 
Act and Rule 10b-5 thereunder in that they charged 
customers unreasonable mark-ups in the sale of various 
securities including Gold Bar Resources, and published 
quotations for various securities which were not bona 
fide. 


2. During the period from about December 31, 1973 
through January 31, 1974, registrant, willfully aided and 
abetted by Travis and Pittman, willfully violated Section 
15(c)(3) of the Exchange Act and Rule 15c3-1 thereunder 
in that it effected securities transactions when it did not 
have and maintain net capital of at least $25,000. 


3. During the period from about December 1, 1973 to 
May 29, 1974, registrant, willfully aided and abetted by 
Travis and Pittman, willfully violated Section 17(a) of 
the Exchange Act and Rule 17a-3 thereunder by failing 
to make accurately and keep current certain books and 
records. 


4. During the period from about November 1, 1973 to 
May 29, 1974, registrant, willfully aided and abetted by 
Travis and Pittman, willfully violated Section 15(b) of 
the Exchange Act and Rule 15b3-1 thereunder by failing 
to amend its application for broker-dealer registration to 
reflect changes in its officers and stock ownership. 


5. During the period from about March 1 to May 29, 1974, 
registrant, willfully aided and abetted by Travis and Pitt- 
man, willfully violated Section 17(a) of the Exchange Act 
and Rules 17a-5 and 17a-10 thereunder in that it failed to 
file required financial reports for 1973. 


In view of the foregoing, it is in the public interest to im- 
pose the sanctions specified in the offer of settlement. 


Accordingly, 1T IS ORDERED that the registration of 
Travis & Company, Inc. as a broker and dealer be, and it 
hereby is, revoked; and that Alanson Raymond Travis 

and John A. Pittman be, and they hereby are, suspended 
from association with any broker or dealer for a period of 
60 days commencing as of the opening of business on 
November 18, 1974, and barred thereafter from any such 
association in a supervisory capacity, with the proviso that, 
one year from the date hereof, each may apply to become 
so associated. 


For the Commission, by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SEC DOCKET/409 





Release No. 11088/November 5, 1974 


See Securities Act Release No. 5538/November 5, 1974. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11089/November 6, 1974 


WRITTEN ADVICE CONCERNING PROPOSAL TO 
INCREASE FIXED MINIMUM COMMISSION RATES 


The Securities and Exchange Commission announced to- 
day that it had sent the following letter to the New York 
Stock Exchange concerning its proposal to increase its 
fixed commission rates by eight percent for exchange- 
executed orders between $5,000 and $300,000. 


November 6, 1974 


James J. Needham, Chairman 
New York Stock Exchange 
11 Wall Street 

New York, N. Y. 10005 


Dear Mr. Needham: 


On August 15, 1974, the New York Stock Exchange 
(“NYSE”), pursuant to Securities Exchange Act Rule 
17a-8, submitted a proposed amendment to Article XV, 
Section 2(a), of the NYSE’s constitution. That amend- 
ment would have effected an increase in commission 
charges of between six percent and eight percent on the 
fixed portion of orders valued above $2,000, and was 
accompanied by the NYSE’s report, ‘’The Crisis of 
Member Firm Profitability and the Need for a Securities 
Commission Rate Increase.’’ On September 16, 1974, 
the NYSE modified its initial submission to eliminate 
its proposal to increase commission rates on orders be- 
low $5,000, and to adjust the proposed commission 
rate increase from seven percent to eight percent on 
orders valued above $5,000. The Commission wishes to 
inform you that, for the reasons set forth below, it does 
not propose to exercise its authority to object to any im- 
plementation of the NYSE’s proposed rate increase, as 
amended. 


The Nature of the Commission’s Determination 


At the outset, it should be noted that the Commission’s 
determination is not, as suggested by the NYSE’s Crisis 
report, 1/ to grant “permission” for the effectiveness of 
the proposed rule changes. While the Commission has 
pervasive authority with respect to the ability of securi- 
ties exchanges to require their members to charge fixed 
rates, 2/ the NYSE’s proposed constitutional and rule 
changes, submitted pursuant to Securities Exchange Act 
Rule 17a-8, pose for the Commission only the question 
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of whether it should indicate that it would object to the 
NYSE’s proposal if implemented. 


The NYSE’‘s Basis for its Proposed Rate Increase 


We understand the NYSE’s written submissions in connec- 
tion with its proposed rate increase to consider the follow 
ing factors: first, the rate of inflation, coupled with the 
generally unsatisfactory condition of the economy; sec- 
ond, the reduction in member firm profitability in a man- 
ner analogous to the situation which prompted the NYSE 
to propose a rate increase last year; and, third, the asserted 
incapawvility of the member firm community to effect rate 
increases for orders above $5,000 on an individual mem- 
ber firm basis. 


The Commission’s Conclusions 


As you are aware, the Commission has indicated its policy 
conclusion that al! national securities exchanges should 
terminate any rules or practices which require, or have 
the effect of requiring, their members to charge fixed 
commission rates to any person. A letter was sent to the 
president of each national securities exchange request- 
ing such changes pursuant to the Commission’s authority 
under the Securities Exchange Act on September 19, 1974. 
3/ Notwithstanding the decision of the NYSE and other 
exchanges not to acquiesce voluntarily in our request, we 
adhere to that conclusion, pending any information which 
we may receive at hearings in connection with considering 
whether to adopt Securities Exchange Act Rules 19b-3 
and 10b-22, which would accomplish the purpose of our 
request. 


In this context, the NYSE’s written submissions in con- 
nection with its proposed rate increase are somewhat 
troublesome. The NYSE appears initially to have suggested 
that its members are incapable of raising commission rates 
above existing minimums for larger, institutional, investors, 
although it apparently concedes that they have no similar 
difficulty with respect to smaller investors. We are not 
persuaded that exchange members cannot, under appro- 
priate circumstances, increase commission rates on large 
orders as well as small orders without an increase in fixed 
minimum rates, and we wish to make it clear that our 
determination not to object to the NYSE’s proposal to 
raise the fixed minimum rates its members must charge 

on large orders between $5,000 and $300,000 should not 
be viewed as acquiescence in that assertion by the NYSE. 


When we apprised the NYSE, in December, 1973, of the 
reasons why we had determined not to raise any objection 
to its proposal of July, 1973, to raise fixed rates on orders 
below $300,000, we recognized that, as long as exchanges 
were permitted to fix the minimum rates their members 
were required to charg2, the exchanges might continue to 
effect changes in rates, provided that their proposals were 
not unreasonable or otherwise inconsistent with the stand- 
ards and purposes of the Securities Exchange Act. This 
means that, on orders above $2,000 and below $300,000, 
nothing in our letter of December 14, 1973, impaired the 
ability of the NYSE, or any other national securities ex- 
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change, subject to appropriate statutory standards, to pro- 
pose rate increases or decreases for its members. 


Among other things, we certainly recognize that the current 
state of the economy, as well as the effects of inflation, 
have had a significant effect on exchange member firms, 
just as they have had, perhaps to an even greater extent, 

on others, whether or not the attempts of the NYSE at 
quantifying the extent of the effect on member firms are 
precise. Being duly cognizant of the aims and purposes 
embodied in the Securities Exchange Act, it does not 
appear to us that the NYSE’s proposed rate increase is 
unreasonable under the circumstances. And we do recog- 
nize the public interest considerations invoived in interim 
efforts to maintain the financial status of the industry, 
while the experimentation with unfixed rates under $2,000 
and over $300,000 continues. 


Accordingly, the Commission does not intend to invoke its 
jurisdiction to raise any objection to the NYSE’s proposal 
to raise the current schedule of fixed commission rates by 
eight percent on orders between $5,000 and $300,000. 

For the Commission. 


Sincerely yours, 


Ray Garrett, Jr. 
Chairman 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ The Crisis of Member Firm Profitability and the Need 
for a Securities Commission Rate Increase, at p. 1. 


2/ See, e.g., Sections 2, 6, 10, 19 and 23 of the Securities 
Exchange Act, 15 U.S.C. 78b, 78f, 78j, 78s and 78w. 


3/ See Securities Exchange Act Release No. 11019. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11090/November 8. 1974 


The Securities and Exchange Commission has ordered 
public administrative proceedings under the Securities 
Exchange Act of 1934 involving D.S.1. Investments, Inc. 
(Registrant) of Cresent Springs, Kentucky. Also named 
as a respondent is Jerome Dennis Warner, the president 
of the Registrant. 


The proceedings are based upon allegations of the Com- 
mission's staff that Registrant and the individual respondent 
variously violated the anti-fraud provisions of the Securities 
Act of 1933 and the Exchange Act, by reason of the offer 
and sale of certain convertible subordinated debentures. 


The Commission's staff further alleged violations of the 
net capital, confirmations, books and records, and the 
telegraphic notice and reporting provisions of the Ex- 
change Act. 


A hearing will be scheduled by further order to take 
evidence on the staff allegations and to afford the respon- 
dents an opportunity to offer any defenses thereto, for the 
purpose of determining whether the allegations are true 
and, if so, whether any action of a remedial nature should 
be ordered by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11091/November 7, 1974 


The Securities and Exchange Commission announced 
pursuant to Section 15(c)(5) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the temporary suspension 
of over-the-counter trading in the securities of Greater 
Washington Investors, Inc., a District of Columbia cor 
poration, located in Washington, D. C. for a ten-day 
period commencing at 4:45 p.m. (EST) on November 7, 
1974 and continuing through midnight (EST) on Novem- 
ber 16, 1974. 


The Commission initiated the trading suspension because 
of questions which have arisen in connection with the 
unavailability of adequate and accurate information about 
the evaluation of portfolio securities and the financial and 
operating conditions of Greater Washington Investors, Inc. 


The Commission cautions broker-dealers, shareholders 
and prospective purchasers that they should carefully 
consider the foregoing information along with all! other 
currently available information and any information 
subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no quo- 
tation may be entered unless and until they have strictly 
complied with all of the provisions of said rule. If any 
broker or dealer has any questions as to whether or not 

he has complied with said rule, he should not enter any 
quotation but immediately contact the staff of the Divi- 
sion of Enforcement in Washington, D. C. If any broker 

or dealer is uncertain as to what is required by Rule 15c2-11, 
he should refrain from entering quotations relating to the 
securities in question until such time as he has familiarized 
himself with said rule and is certain that all of its provisions 
have been met. If any broker or dealer enters any quotation 
which is in violation of said rule, the Commission will con- 
sider the need for prompt enforcement action. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18639/November 1, 1974 


In the Matter of 


GEORGIA POWER COMPANY 
270 Peachtree Street, N. W. 
Atlanta, Georgia 30303 


(70-5463) 


NOTICE OF POST-EFFECTIVE AMENDMENT RE- 
QUESTING INCREASE IN AGGREGATE AMOUNT 
OF SHORT-TERM BORROWINGS 


NOTICE IS HEREBY GIVEN that Georgia Power Com- 
pany (““Georgia’’), an electric utility subsidiary company 
of The Southern Company, (“‘Southern’’), a registered 
holding company, has filed with this Commission a fourth 
post-effective amendment to its previously amended ap- 
plication in this proceeding, designating Section 6(b) of 
the Public Utility Holding Company Act of 1935 (“‘Act’’) 
and Rule 50(a)(5)(B) promulgated thereunder as appli- 
cable to the proposed transaction. All interested persons 
are referred to the amended application, which is sum- 
marized below, for a complete statement of the proposed 
transaction. 


By Order in this proceeding dated July 31, 1974 (HCAR 
No. 18517), the Commission authorized Georgia to issue 
and sell short-term notes not exceeding an aggregate prin- 
cipal amount of $250,000,000 at any one time outstand- 
ing, during the period from August 1, 1974, io March 31, 
1975. In said post-effective amendment Georgia requests 
authorization to increase the previously authorized $250,- 
000,000 to a maximum aggregate princiap| amount of 
$450,000,000 at any one time outstanding through 
March 31, 1975. 


Georgia’s financing program for 1974 contemplated, in 
addition to the presently authorized $250,000,000 of 
short-term borrowings, the sale of $410,000,000 of first 
mortgage bonds and $60,000,000 of preferred stock. Sales 
of first mortgage bonds aggregating $280,000,000 ($150,- 
000,000 in January and $130,000,000 in August) have 
been accomplished. On July 17, 1974, 600,000 shares 
($60,000,000) of preferred stock was offered at com- 
petitive bidding (HCAR No. 18491, July 9, 1974) but 

no bids were received. 


Georgia is restricted in the amounts of first mortgage 
bonds and preferred stock which it can issue for such 
purposes by reason of earnings coverage requirements 
contained in its bond indenture and charter. Georgia was 
unable to meet these requirements as of the twelve month 
period ended September 30, 1974. Georgia states that 
due to coverage requirements and prevailing market con- 
ditions, it is uncertain as to when and in what amounts 
additional sales of its first mortgage bonds may be ac- 
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complished. Budgetary information provided by this post- 
effective amendment, however, indicates that Georgia pre- 
sently plans to market $150,000,000 of bonds each in May 
and November 1975. Although by Order dated July 24, 
1974 (HCAR No. 18510) the Commission authorized 
Georgia to negotiate for the sale of the $60,000,000 of 
preferred stock, Georgia states that prevailing conditions 
in the preferred stock market and the earnings coverage 
limitation make uncertain when it may be able to sell 
additional preferred stock. Its budgetary forecasts, how- 
ever, indicate present plans for marketing the $60,000,000 
preferred stock in November 1975. 


In addition to these necessary deferments of long-term 
financing totalling $360,000,000, the filing indicates that 
$36,000,000 of capital previously expected to be received 
in 1974 from pollution-control financing (See HCAR No. 
18541) will be deferred until 1975. 


At September 30, 1974, Georgia’s outstanding notes pay- 
able to banks amounted to $155,852,000. Its additional 
cash requirements for construction indicate that total 
borrowings from that source, assuming the necessary 
authorization, will increase to $292,852,000 by Decem- 
ber 31, 1974, with further increases scheduled thereafter. 


It is stated that no State commission and no Federal 
commission other than this Commission has jurisdiction 
over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than November 26, 1974, request in 
writing that a hearing be held on such matter, stating 

the nature of his interest, the reason for such request, 

and the issues of fact or law raised by said post-effective 
amendment to the application as amended, which he de 
sires to controvert; or he may request that he be notified 
should the Commission order a hearing in respect thereof. 
Any such request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D. C. 20549. 
A copy of such request should be served personally or by 
mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon the appli- 
cant at the above-stated address, and proof of service (by 
affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said 
date, the application, as amended by said post-effective 
amendment or as it may be further amended, may be 
granted as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 


tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18640/November 1, 1974 


in the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New York, New York 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


(70-5556) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AND PREFERRED STOCK 
AT COMPETITIVE BIDDING AND ISSUANCE AND 
SALE OF COMMON STOCK TO PARENT HOLDING 
COMPANY 


Middle South Utilities, Inc. (“Middle South”’), a regis- 

tered holding company, and Arkansas Power & Light Com- 
pany (““Arkansas’’), an electric utility subsidiary, have 

filed an application-declaration, and an amendment there- 
to, with this Commission, pursuant to Sections 6(b), 9(a), 
10, and 12(f) of the Public Utility Hodling Company Act 
of 1935 (‘“Act’’) and Rules 43 and 50 promulgated there- 
under regarding the following proposed transactions. 


Arkansas proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50 promulgated 
under the Act, $60,000,000 principal amount of its First 


| Mortgage Bonds (“Bonds”) bearing a maturity of Novem 


ber 1, 1981. 


The interest rate on the Bonds (which will be a multiple 
of 1/8 of 1%) and the price, exclusive of accrued interest, 
to be paid to Arkansas (which will be not less than 100% 
nor more than 102-3/4% of the principal amount thereof) 
will be determined by the competitive bidding. The Bonds 
will be issued under Arkansas’ Mortgage and Deed of 
Trust dated as of October 1, 1944, to Morgan Guaranty 
Trust Company of New York and John W. Flaherty, as 
successor Trustees, as heretofore supplemented and as 

to be further supplemented by a Twenty-seventh Supple- 
mental Indenture to be dated as of November 1, 1974, 
which includes a prohibition until November 1, 1979, 
against refunding the Bonds with the proceeds of funds 
borrowed at a lower effective interest cost. 


Arkansas also proposes to issue and sell 150,000 shares of 
a new series of cumulative preferred stock (‘‘Preferred 
Stock”), $100 par value, subject to the competitive bidding 
requirements of Rule 50 under the Act. The dividend rate 
of the Preferred Stock (which will be a multiple of 1/25 
of 1%) and the price to be paid to Arkansas (which will 

be not less than $100 nor more than $102.75 per share) 
will be determined by the competitive bidding. The Pre- 
ferred Stock will not be redeemable prior to November 1, 
1979, through the use of borrowed funds, or funds de- 
rived from sale of additional preferred stock, at an effec- 
tive cost to Arkansas lower than the cost of the proposed 
Preferred Stock. 


Together with the issuance and sale by Arkansas of the 


Bonds and Preferred Stock, Arkansas further proposes 

to issue and sell to Middle South, and Middle South pro- 
poses to purchase from Arkansas 1,200,000 presently 
authorized but unissued shares of Arkansas common 
stock (“Common Stock”’), at a price of $12.50 per share 
or $15,000,000 in the aggregate. The funds to be used by 
Middle South for the purchase of the Common Stock are 
proposed to be provided through the concurrent payment 
by Arkansas to Middle South (its sole common stockhold- 
er) of a special cash dividend of $15,000,000. 


Arkansas proposes to utilize the net proceeds from the 
issuance and sale of the Bonds, Preferred Stock and Com- 
mon Stock to retire short-term debt outstanding and to 
finance its construction program. 


The amended application-declaration states that the Ar- 
kansas Public Service Commission and the Tennessee 
Public Service Commission have jurisdiction over the pro 
posed transactions. The orders of those commissions have 
been filed with this Commission. No other State commis 
sion, and no Federal commission, other than this Com- 
mission, has jurisdiction over the proposed transactions. 


Due notice of the filing of said application-declaration, 

as amended, has been given in the manner prescribed in 
Rule 23 promuigated under the Act (Holding Company 
Act Release No. 18595), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application-declaration, 
as amended, be granted and permitted to become effec- 
tive: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is granted 
and permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rules 24 and 50 
promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18641/November 1, 1974 


In the Matter of 


DELMARVA POWER & LIGHT COMPANY 
800 King Street 

Wilmington, Delaware 19899 

(70-5557) 
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NOTICE OF PROPOSED ISSUE AND SALE OF UP TO 
$30,000,000 PRINCIPAL AMOUNT OF FIRST MORT- 
GAGE AND COLLATERAL TRUST BONDS AT COM- 
PETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Delmarva Power & 
Light Company (“‘Delmarva’’), a registered holding com- 
pany and a public-utility company, has filed a declaration 
and an amendment thereto, with this Commission pursu- 
ant to the Public Utility Holding Company Act of 1935 
(“Act”), designating Sections 6 and 7 of the Act and Rule 
50 promulgated thereunder as applicable to the proposed 
transaction. All interested persons are referred to the 
amended declaration, which is summarized below, for 

a complete statement of the proposed transaction. 


Delmarva proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50, up to $30,000,- 
000 principal amount of First Mortgage Bonds and Col- 
lateral Trust Bonds, % Series due to mature not 
less than 5 years nor more than thirty years from the 

first day of the calendar month during which the bonds 
are to be issued. The interest rate (which shall be a mul- 
tiple of 1/8 of 1%) and the price to be paid to Delmarva, 
exclusive of accrued interest, (which shall be not less 

than 99% nor more than 101.75% of the principal amount 
thereof) for the bonds will be determined by the competi- 
tive bidding. The bonds will be issued under a Mortgage 
and Deed of Trust, dated October 1, 1943, between Del- 
marva and Chemical Bank, Successor Trustee, as hereto- 
fore supplemented and as to be further supplemented by 
a Forty-eighth Supplemental Indenture dated as of June 
1, 1974 which includes a prohibition until December 1, 
1979 against refunding the issue with the proceeds of 
funds borrowed at a lower effective interest cost. 


It is stated that the net proceeds from the sale of the bonds 
will be applied toward the retirement of unsecured short- 
term notes issued primarily for interim financing of the 
construction programs of Delmarva and its subsidiary 
companies and for other corporate purposes. As of Sep- 
tember 17, 1974, such short-term notes outstanding 
amounted to $51,950,000. Delmarva estimates that its 
construction program for the remainder of 1974 and for 
1975 will require expenditures of $179,161,451. 


The amended declaration states that it is expected that the 
bonds will be issued and sold pursuant to the competitive 
bidding requirements of Rule 50. However, in view of the 
increased difficulty encountered by utilities in selling bonds 


under the current unsettled conditions in the securities mar- 


ket, Delmarva may request by amendment to its declara- 
tion, that the sale of the Bonds be excepted from the com- 
petitive bidding requirements of Rule 50. 


The amended declaration further states that the issuance 
and sale of the bonds is subject to the approval of The Pub- 
lic Service Commission of Delaware, and indicates that no 
other State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transaction. The fees and expenses to be incurred by Del- 
marva in connection with the sale of the bonds will be in 
the aggregate amount of $105,000, which includes $40,- 
800 for printing expenses, $12,000 for legal fees and 
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$12,000 for accounting services. 


NOTICE iS FURTHER GIVEN that any interested person 
may, not later than November 25, 1974, request in writing 
that a hearing be held on such matter, stating the nature 
of his interest, the reasons for such request, and the 

issues of fact or law raised by said amended declaration 
which he desires to controvert; or he may request that 

he be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D. C. 
20549. A copy of such request should be served personally 
or by mail (air mail if the person being served is located 
more than 500 miles from the point of mailing) upon the 
declarant at the above-stated address, and proof of service 








(by affidavit or, in case of an attorney-at-law, by certificate) 
should be filed with the request. At any time after said 
date, the declaration, as amended or as it may be further 
amended, may be permitted to become effective as provided | 
in Rule 23 of the General Rules and Regulations promul- 
gated under the Act, or the Commission may grant exemp- 
tion from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem appropri- 
ate. Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices and orders is- 
sued in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. | 
For the Commission, by the Division of Corporate Regule- 
tion, pursuant to delegated authority. 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 


Release No. 18642/November 4, 1974 


In the Matter of 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
Tulsa, Oklahoma 74102 


CENTRAL AND SOUTH WEST CORPORATION 
Wilmington, Delaware 19899 


(70-5541) 


ORDER AUTHORIZING PROPOSED LOAN AGREE- 
MENT AND THE ISSUANCE OF A PROMISSORY 
NOTE 


Central and South West Corporation (‘“Central’’), a regis- 
tered holding company, and its electric utility subsidiary, 
Public Service Company of Oklahoma (‘Public Service”), 
have filed an application-declaration and amendments 
thereto with this Commission pursuant to Sections 6 and 
7 of the Public Utility Holding Company Act of 1935 
(“‘Act’’) and Rule 50(a)(4) thereunder regarding the 
following proposed transactions. 
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George A. Fitzsimmons 
Secretary 
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Public Service proposes to enter into a loan agreement 
with the Small Business Administration of the United 
States (the ““SBA”’) for the purpose of borrowing $1,000,- 
000 for repairs and replacements to its property damaged 
by numerous tornadoes on June 8, 1974. The proposed 
borrowing by Public Service will be represented by a 
promissory note payable to the SBA, maturing in 20 

years (or such lesser period as the SBA approves) and 
bearing interest at 5%, to be paid ratably semi-annually 
over the life of the note. As further security for the SBA 
loan, Central proposes to guarantee payment of the note 
of Public Service. 


The entire proceeds realized from the proposed borrow- 
ing will be used by Public Service to finance replacements 
and repairs to its property and equipment. 


The Corporation Commission of Oklahoma has authorized 
the issuance of the note by the Company. No other state 
commission and no federal commission, other than this 
Commission, has jurisdiction over the proposed transac- 
tions. 


Due filing of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promul- 
gated under the Act (Holding Company Act Release No. 
18564), and no hearing has been requested of or ordered 
by the Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable standards of 
the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate 
in the public interest and in the interest of investors and 
consumers that said application-declaration, as amended, 
be granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject 
to the terms and conditions prescribed in Rule 24 pro- 
mulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18643/November 4, 1974 


In the Matter of 


ALLEGHENY POWER SYSTEM, INC. 
New York, New York 10002 


MONONGAHELA POWER COMPANY 
Fairmont, West Virginia 26554 


THE POTOMAC EDISON COMPANY 


Hagerstown, Maryland 21740 


THE POTOMAC EDISON COMPANY OF VIRGINIA 
Kernstown, Virginia 22601 


THE POTOMAC EDISON COMPANY OF WEST VIRGINIA 
Martinsburg, West Virginia 25401 


THE POTOMAC EDISON COMPANY OF PENNSYLVANIA 
Waynesboro, Pennsylvania 17268 


MONTEREY UTILITIES CORPORATION 
Fairmont, West Virginia 26554 


(70-5340) 
ORDER RELEASING JURISDICTION 


By Order dated April 23, 1974 (Holding Company Act Re- 
lease No. 18389) issued in this proceeding, Allegheny 
Power System, Inc. (‘“APS"’) and certain of its subsidiary 
companies were authorized to effect the proposed merger 
of The Potomac Edison Company (“PE”) electric utility 
subsidiary companies into PE and to permit PE to acquire 
the Maryland public utility properties of Monongahela 
Power Company (“Monongahela”). In said order of April 
23, 1974, jurisdiction was reserved with respect to fees and 
expenses to be incurred in connection with the proposed 
transactions. 


Applicants-declarants have now filed post-effective amend- 
ments in this proceeding stating that fees and expenses 
totalling approximately $120,000 were incurred, including 
legal expenses of $30,000 and miscellaneous recording 
fees, recordation taxes, property taxes and other charges 
totalling $90,000. 


Upon the basis of the facts in the record, as further amended 
by said post-effective amendments, it is hereby found that 
the applicable standards of the Act and the rules thereunder 
are satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the inter- 
est of investors and consumers that the jurisdiction hereto- 
fore reserved with respect to fees and expenses be released: 


IT IS ORDERED that the jurisdiction heretofore reserved 
with respect to fees and expenses be, and hereby is, re- 
leased. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18644/November 6, 1974 


In the Matter of 
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WEST PENN POWER COMPANY 
Greensburg, Pennsylvania 15601 


(70-5558) 


ORDER AUTHORIZING ISSUE AND SALE OF FIRST 
MORTGAGE BONDS AT COMPETITIVE BIDDING 


West Penn Power Company (‘“West Penn’’), an electric 
utility subsidiary company of Allegheny Power System, 


Inc., a registered holding company, has filed an application- 


declaration and amendments thereto with this Commis- 
sion pursuant to Sections 6(a) and 7 of the Public Utility 
Holding Company Act of 1935 (“‘Act’’) and Rule 50 pro- 
mulgated thereunder regarding to the following proposed 
transactions. 


West Penn proposes to issue and sell up to $40,000,000 
aggregate principal amount of its first mortgage bonds 
(“Bonds”) in one or more series to mature not more than 
30 years from date of issue. The Bonds will be sold pur- 
suant to the competitive bidding requirements of Rule 
50 and the interest rate (which shall be a multiple of 1/8 
of 1%) and the price (which shall be not less than 99% 
nor more than 102 3/4% of the principal amount) will 
be determined by the competitive bidding. West Penn 
will notify prospective bidders not less than 72 hours 
prior to the time designated for the Bonds to be offered 
as to the maturity of the Bonds. 


Proceeds from the sale of the bonds together with other 
funds which may become available to West Penn will be 
used to pay or repay short-term borrowings incurred for 
West Penn’s construction program (it is expected that up 
to $43,000,000 of short-term loans will be outstanding 
when the bonds are to be issued), to invest in a subsidiary 
company to enable it to purchase a coal mine (subject of 
this Commission's File No. 70-5519), to pay $12,500,000 
of West Penn’s 3% First Mortgage Bonds, Series L, which 
matured on May 12, 1974 and for West Penn’s construc- 
tion program. 


Fees and expenses to be incurred in connection with the 
proposed transaction are estimated at $112,000, includ- 
ing legal fees of $15,000 and accountants’ fees of $30,- 
000. The bonds have been registered with the Pennsyl- 
vania Public Utility Commission. No other state commis- 
sion and no federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transaction. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 pro- 
mulgated under the Act (Holding Company Act Release 
No. 18600), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the facts 
in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satis- 
fied and that no adverse findings are necessary; and that 
it is appropriate in the public interest and in the interest 
of investors and consumers that said application-declara- 
tion, as amended, be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
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declaration, as amended be, and it hereby is, granted and 
permitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rules 24 and 50 promulgated 
under the Act. 















For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 





George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18645/November 7, 1974 


In the Matter of 


THE SOUTHERN COMPANY 
Atlanta, Georgia 


ALABAMA POWER COMPANY 
Birmingham, Alabama 


GULF POWER COMPANY 
Pensacola, Florida 


MISSISSIPPI POWER COMPANY 
Gulfport, Mississippi 


(70-5471) 





SUPPLEMENTAL ORDER AUTHORIZING ISSUANCE 

AND SALE OF NOTES TO BANKS AND TO DEALERS 

IN COMMERCIAL PAPER BY HOLDING COMPANY AND | 
SUBSIDIARY COMPANY AND EXCEPTION FROM COM. 
PETITIVE BIDDING 


The Southern Company (“Southern”), a registered holding 
company, and one of its electric utility subsidiary companies, 
Alabama Power Company (‘‘Alabama’’), have filed with this 
Commission a post-effective amendment to the application- 
declaration in this proceeding pursuant to Sections 6(a), 
6(b), and 7 of the Public Utility Holding Company Act of 
1935 (‘‘Act”’) and Rule 50(a)(5) promuigated thereunder 
regarding the following transactions. 


By order dated March 27, 1974 (HCAR No. 18340), the Com- 
mission, among other things, authorized Southern and Ala- 
bama to issue and sell unsecured notes to banks and/ or 
commercial paper to dealers from time to time through 
March 31, 1975, up to an aggregate principal amount of 
$160,000,000 outstanding at any one time in the case of 
Southern and $80,000,000 in the case of Alabama. 


Southern and Alabama stated in the application-declaration 
that, by post-effective amendment, they might request 
authorization to increase their respective amounts of short- 
term financing to $200,000,000 and $135,000,000. The 
two companies have just filed an amendment requesting 
such an increase. In all other respects, the proposed transac- 
tions remain unchanged. 
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Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules promulgated thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropri- 
ate in the public interest and in the interest of investors 
and consumers that said application-declaration, as 
amended by said post-effective amendment, be granted 
and permitted to become effective: 


IT |S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended by said post-effective amend- 
ment, be, and it hereby is, granted and permitted to be- 
come effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the 
Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18646/November 7, 1974 


TEMPORARY SUSPENSION OF THE COMPETITIVE 
BIDDING REQUIREMENTS OF RULE 50 WITH 
RESPECT TO COMMON STOCK OF HOLDING COM- 
PANIES REGISTERED UNDER THE PUBLIC UTILITY 
HOLDING COMPANY ACT OF 1935 AND NOTICE OF 
PUBLIC INVESTIGATORY HEARING 


(S7-529) 


The Securities and Exchange Commission has temporarily 
suspended the competitive bidding requirements of Rule 
50 promulgated under Sections 6(b) and 7 of the Public 
Utility Holding Company Act of 1935 with respect to 
common stock issues of registered holding companies. 
The suspension permits but does not require any such 
registered holding company to issue and sell its common 
stock witi.out competitive bidding prescribed in Rule 50. 
The Comi..ission has also ordered a public investigatory 
hearing to commence on Monday, January 6, 1975, as 
set forth below. 


Unless sooner terminated or further extended, the suspen- 
sion shall remain in effect until and including March 31, 
1975. But a common stock issue may be sold within 30 
days thereafter without competitive bidding if the proposed 
offering is publicly announced no later than 60 days prior 
to March 31, 1975. 


This temporary suspension is to permit registered companies 
time to effect necessary common stock financing prior to 
the hearing and the Commission’s assessment of the facts. 
The suspension is adopted pursuant to Section 20(a) of the 
Act. No textual amendment to Rule 50 is necessary. The 
temporary suspension announced herein is made effective 


this date pursuant to the provisions of Title 5, Section 
553(d)(1), U.S.C. 


The Commission published a notice of the proposed suspen- 
sion on July 19, 1974 (Holding Company Act Release No. 
18504, 4 SEC Docket 604) which invited written com- 
ments on or before August 23, 1974. Comments were re- 
ceived from 11 registered holding companies, six under- 
writers, an association of electric utility companies, a con- 
sumer group and the Department of Justice. One under- 
writer, the Department of Justice and the consumer group 
object to the proposal. The others, in general, favored a 
prolonged suspension of Rule 50, and requested that the 
proposed suspension be extended to preferred stock and 
long-term debt. 


It is not the purpose of the hearing to debate the general 
proposition of whether or not the requirements of Rule 
50 provide advantages which are superior to those obtain- 
able through negotiated underwritings. The hearing is 
directed to investigating whether or not a further suspen- 
sion is necessary and is addressed but not limited to the 
following questions: 


1. What classes of investors are purchasing common stocks 
of electric and gas operating and holding companies and 
in what proportions for each of such offerings? 


2. Has the composition of investors in such common 
stocks changed since 1972 and in what respects? How do 
such changes differ significantly from changes experienced 
in the market since the Commission’s adoption of compe- 
titive bidding in 1941? 


3. Have institutional investors been significantly reducing 
their investments in such common stocks during the past 
two years, and if so, what date indicate the size thereof 
by the type of institutions? Are there any indications as 
to future intentions? 


4. What methods are employed by underwriters to assess 
the market for prospective issues of utility company com- 
mon stocks and what recent changes, if any, have occurred 
which affect underwriters’ ability to assess that market? 


5. What standards are employed by issuers and under- 
writers for selecting managers and the other underwriters 
in the group? 


6. On what basis is the selling concession determined and 
on what basis is the balance of the underwriters’ compensa- 
tion fixed and allocated? 


7. What conditions, if any, should be attached to a further 
temporary suspension of Rule 50 to encourage the resump- 
tion of competitive bidding and to minimize the anti- 
competitive effects of the suspension? 


The hearing will convene at 10 a.m. Monday, January 6, 
1975, at the Commission’s headquarters, 500 North 
Capitol Street, N. W., Washington, D. C. 20549, to receive 
testimony and other relevant data on the foregoing ques- 
tions. A hearing officer will be designated by the Commis- 
sion prior to the hearing date. 






SEC DOCKET/417 





The Commission invites interested persons to appear 

to present testimony or other relevant data on the ques- 
tions presented. Interested persons who wish to present 
views or factual material at the hearing must notify George 
A. Fitzsimmons, Secretary of the Commission of that 
desire as soon as possible and not later than January 2, 
1975. The staff of the Division of Corporate Regulation 
shall participate at the hearing. 


Witnesses shall file with George A. Fitzsimmons at 500 
North Capital Street, N. W., Washington, D. C., 25 copies 
of their prepared statements not later than January 2, 
1975, and are invited to make available additional copies 
at the time of their appearance for the benefit of the 
press and other interested persons. 


Persons wishing to transmit written submissions for in- 
clusion in the record in lieu of personally appearing 
should file 25 copies thereof to facilitate examination 
of the record by all interested persons. Such material 
should be submitted not later than January 2, 1975. 
All communications should refer to File No. S7-529 
and will be available for public inspection in the Com- 
mission’s Public Reference Room. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8568/November 1, 1974 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 429/November 1, 1974 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11083/November 1, 1974 


Admin. Proc. File No. 3-3986 
In the Matter of 

GEORGE B. KILBORNE 
1045 Suffield 


Birmingham, Michigan 


ORDER AMENDING ORDER FOR PROCEEDINGS AND 
IMPOSING REMEDIAL SANCTION 


In these proceedings under the Investment Company, In- 
vestment Advisers and Securities Exchange Acts, the 
Division of Enforcement has moved to amend the order 
for proceedings. And George B. Kilborne, a respondent 
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herein, nas submitted an offer of settlement which the Com. 
mission has determined to accept. Kilborne was a director 
of Creative Capital Corporation (now known as Clarion 





Capital Corporation), a registered closed-end investment V 

company, from September 1968 through April 30, 1971, 7 
and a partner of Comac Company, which served as invest- hib 
ment adviser to Creative from October 1969 to July 3, na 
1970. 1/ a 
The Division points out that the order for proceedings 

charges Kilborne with aiding and abetting willful viola- 

tions of Sections 15(a) and 17(d) of the Investment Com- IN’ 
pany Act, but fails to allege that such conduct was willful. Re 
It asks that the order for proceedings be amended to charge 

that Kilborne’s aiding and abetting was willful. In 
Accordingly, 1T 1S ORDERED that Paragraphs A and F FA 
of Part || of the order for proceedings herein be, and they 30 
hereby are, amended to charge respondent with willfully Sei 
aiding and abetting the violations alleged therein. (8 
The offer of settlement provides that, solely for the purpose Of 
of these proceedings, and without admitting or denying TC 
the allegations in the order for proceedings, respondent 

consents to the amendment of the order for proceedings, Or 
to certain findings of misconduct, and to the sanction below. pa 
On the basis of the amended order for proceedings and pr 
the offer of settlement, it is found that: “ 
1. During the period from about June 12, 1969 to May 19, = 
1970, respondent willfully aided and abetted violations of 





Section 17(d) of the Investment Company Act and Rule | a 
17d-1 thereunder in connection with certain joint enter- 








prises of Creative and Comac involving a 20-year lease of : 
office space by Creative and a loan of $285,000 by Creative C 
to American Mobile Home Towns, Inc. 

2. During the period from about October 1969 to May 1972, . 
respondent willfully aided and abetted violations of Sections 
20(a) and 34(b) of the Investment Company Act and Rule 7 
20a-1 thereunder in that, in connection with the above lease tk 
and loan, materially untrue or misleading proxy solicitation tr 
materials and reports were filed with the Commission by Cre- 

ative and mailed to its shareholders. F 
3. During the period from about September 1968 to October - 
1969, respondent willfully aided and abetted violations of | 
Section 15(a) of the Investment Company Act in that Comac 

served as Creative’s investment adviser without a written con- | 
tract comporting with the provisions of that section. 

In view of the foregoing, it is in the public interest to impose 

the sanction specified in the offer of settlement. | 
Accordingly, 1T IS ORDERED that George B. Kilborne be, and 

he hereby is, barred from association with any broker, dealer ) | 
or registered investment adviser, and prohibited from serving 

or acting in the capacities specified in Section 9(b) of the E 





Investment Company Act with respect to a registered invest- 
ment company, with the provision that, after two years, he 
may apply to the Commission to become so associated and 
so to serve or act. 




















For the Commission, by the Office of Opinions and Review, 
pursuant to delegated authority. 











2 
is 


Y, 











George A. Fitzsimmons 
Secretary 


1/ On April 26, 1973, Comac was barred from associa- 

tion with any broker-dealer or investment adviser, and pro- 
hibited from serving or acting in various capacities with re- 
spect to a registered investment company. Investment Com- 
pany Act Release No. 7791, 1 SEC Docket No. 13, p. 24. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8566/November 1, 1974 


In the Matter of 


FARWEST EQUITY VENTURES, INC. 
3007 Beacon Street 
Seattle, Washington 98144 


(811-2291) 


ORDER TERMINATING REGISTRATION PURSUANT 
TO SECTION 8(f) OF THE ACT 


On October 7, 1974, a notice was issued (Investment Com- 
pany Act Release No. 8534) stating that the Commission 
proposed, pursuant to Section 8(f) of the Investment Com- 
pany Act of 1940 (“Act”), to declare by order upon its own 
motion that Farwest Equity Ventures, Inc. (‘“Farwest’’) has 
ceased to be an investment company as defined in the Act. 


The notice gave interested persons an opportunity to request 
ahearing and stated that an order disposing of the matter 
would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter having been considered it is found that Farwest 
has ceased to be an investment company. Accordingly, 


ITIS HEREBY ORDERED, pursuant to Section 8(f) of 
the Act that the registration of Farwest Equity Ventures, 
Inc., shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8567/November 1, 1974 


In the Matter of 


EQUITY GROWTH FUND OF AMERICA, INC. 
EQUITY PROGRESS FUND, INC. 
FUND OF AMERICA, INC. 


and 


s 
CHANNING COMPANY, INC. 


2777 Allen Parkway 
Houston, Texas 77019 
(812-3683) 


ORDER PURSUANT TO SECTION 11(a) OF THE ACT 
APPROVING AN OFFER OF EXCHANGE AND PURSU- 
ANT TO SECTION 6(c) GRANTING EXEMPTION FROM 
THE PROVISIONS OF SECTION 22(d) OF THE ACT AND 
RULE 22d-1 THEREUNDER 


Equity Growth Fund of America, Inc., Equity Progress 
Fund, Inc., and Fund of America, Inc. (collectively referred 
to as the “Equity Funds”), each of which is registered as an 
open-end diversified management investment company under 
the Investment Company Act of 1940 (‘‘Act’’), and Chan- 
ning Company, Inc. (““CCI"’) (collectively referred to with 
the Equity Funds as the ‘““Applicants”) have filed an applica- 
tion for an order (1) pursuant to Section 11(a) of the Act to 
permit Equity Funds to offer te exchange their shares for 
shares of American General Reserve Fund, Inc. (“AGR*’) 

on a basis other than their relative net asset value per share 
at the time of the exchange and (2) pursuant to 6(c) of the 
Act granting exemption from Section 22(d) of the Act and 
Rule 22d-1 thereunder, in connection with such exchanges. 


On September 30, 1974, a notice (Investment Company 
Act Release No. 8523) was issued of the filing of said appli- 
cation. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered and it is found that the 
granting of the application is appropriate in the public inter- 
est and consistent with the protection of investors and the 
purposes fairly intended by the policy and provisons of the 
Act. 


IT 1S ORDERED, pursuant to Section 11 of the Act, that 
AGR shares purchased at the public offering price may be 
exchanged for shares of any of the Equity Funds on the 
basis of their relative net asset value per share at the time 
of the exchange, plus the sales charge described in the pro- 
spectus of the Equity Fund whose shares are being ac- 
quired, less an amount equal to the sales charge that was 
paid on the AGR shares being exchanged. 


IT IS FURTHER ORDERED, pursuant to Section 6(c) of 
the Act, that the exchange of AGR shares purchased at the 
public offering price for shares of any of the Equity Funds 
on the basis of their relative net asset value per share at the 
time of the exchange, plus the sales charges described in 
the prospectus of the Equity Fund whose shares are being 
acquired, less an amount equal to the sales charge that 

was paid on the AGR shares being exchanged be, and is 
hereby, exempted from the provisions of Section 22(d) and 
Rule 22d-1 thereunder effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8568/November 4, 1974 


See Securities Act Release No. 5536/November 4, 1974. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8569/November 4, 1974 


ADOPTION OF AMENDMENTS TO RULE 22d-1 UNDER 
THE INVESTMENT COMPANY ACT OF 1940 TO PER- 
MIT QUANTITY DISCOUNTS AND OTHER REDUC- 
TIONS IN, OR ELIMINATIONS OF, THE SALES LOAD 
FOR CERTAIN GROUP PURCHASES OF INVESTMENT 
COMPANY SECURITIES 


File No. S7-467 


On December 21, 1972, the Securities and Exchange Com- 
mission published notice (Investment Company Act Re- 
lease No. 7571 (38FR 1284)) that it had under considera- 
tion the adoption of amendments to Rule 22d-1 under the 
Investment Company Act of 1940 (“Act’’) to permit quan- 
tity discounts for certain group purchases of redeemable 
securities issued by registered investment companies. All 
interested persons were invited to submit their views and 
comments on the proposal. The proposed amendments and 
related matters were also discussed at the hearings on mu- 
tual fund distribution and the potential impact of the re- 
peal of Section 22(d) of the Act held in February and March 
of 1973. The Commission has considered all the comments 
and suggestions received and has determined to adopt 
amendments to Rule 22d-1 in the form set forth below. 
The amendments are adopted pursuant to the authority 
granted the Commission in Sections 6(c), 22(d), and 38(a) 
of the Act. 


Section 22(d) of the Act prohibits a registered investment 
company, its principal underwriter, or a dealer in its redeem- 
able securities from selling such securities to ‘‘any person” 
except “at a current public offering price described in the 
prospectus.’” The purpose of the Section, as described in the 
Congressional reports on the Act, is to prohibit investment 
companies from selling redeemable securities to any person 
other than a dealer or principal underwriter at a price less 
than that at which the security is sold to the public. Section 
6(c) of the Act provides that the Commission by rule, regu- 
lation, or order may exempt any person or transaction or 
any class of persons or transactions from any provision of 
the Act if and to the extent that such exemption is neces- 
sary Or appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly intended 
by the policy and provisions of the Act. Section 38(a) of 
the Act authorizes the Commission to issue such rules as 

are necessary or appropriate to the exercise of the powers 
conferred upon the Commission in the Act. 


In 1958 the Commission adopted Rule 22d-1, which in 
most respects codified prior administrative interpretations 
of Section 22(d) of the Act as well as exemptive orders 
granted under Section 6{c) of the Act. The rule permits re- 
ductions in the sales loads charged upon the sale of mutual 
fund shares in connection with quantity purchases and in 
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other specified circumstances. (Investment Company Act Re. 
lease No. 2798, December 2, 1958). However, the last 
sentence of paragraph (a) of Rule 22d-1 provides that quan- 
tity discounts are not available to “‘a group of individuals 
whose funds are combined, directly or indirectly, for the 
purchase of redeemable securities of a registered investment 
company jointly or through a trustee, agent, custodian, or 
other representative ... of such a group of individuals.” m 
This so-called antigrouping provision reflected Commission u 
concern in 1958 that, if continued, quantity discounts in el 
such circumstances could disrupt the orderly effective dis- b 
tribution of mutual fund shares. 1/ T 
a 
The amendment to the Rule, as proposed and as adopted, si 
gives each issuer a choice between (a) giving quantity dis- t 
counts, but denying them to groups in the manner the rule p 
has heretofore provided or (b) offering quantity discounts mr 
to certain ““bonafide” groups as well as to purchasers pre- 
sently eligible. This is accomplished by retaining paragraph N 
(a) of the Rule and inserting a new paragraph (b) which is T 
similar for the most part to paragraph (a) except that pare } “ 
graph (b) employs a new term “‘purchaser”’ with a broader 0 
definition than the term “‘any person” now used in para- cl 
graph (a). el 
Thus, an investment company would have the option of dis- T 
tribution to “persons” in the manner specified in Rule 22d-1 S 
(a) or to “purchasers” in the manner specified in Rule 22d-1 \ 
(b). As adopted paragraph (b) does not have an antigrouping | * 
clause, but it denies quantity discounts to any corporation p 
or other “company,” including an unincorporated group of gl 
individuals, which has not been in existence for at least six ct 
months or which has no purpose other than to purchase ip 
mutual fund shares at a discount. a 


er 


As adopted, the rule contains a further limitation which was 
not originally proposed. If a mutual fund chooses to 


avail itself of the distribution option provided by new : 
paragraph (b) it must condition sales at quantity discounts I 
to any “company” [other than certain pension and profit- pl 

ti 


sharing trusts and single fiduciary accounts] which is a 


“‘purchaser’’ under new paragraph (b) on the satisfaction of it 





uniform criteria selected by the fund relating to economies {| © 
of scale in sales effort and sales related expenses. Such cri- pi 
teria could include, for example, the payment of the purchase} ™ 
of record-keeping and other administrative charges attendant tf 
on group purchases. 7 
Also, in order to limit the availability of quantity discounts, le 
at least in the context of the present amendment, new para ; & 
graph (b) of the rule makes such discounts impermissible q 
for credit cardholders of a company; policyholders of an e 
insurance company; and customers of either a bank or broker | dn 
dealer or clients of an investment adviser. This listing may be : 
narrowed or expanded by further amendment to the rule if 
experience shows that it would be appropriate. i A 
The Commission also has determined to amend paragraph ‘ 
(e) of Rule 22d-1 (which is relettered (f) to permit issuers tc 
to extend quantity discounts, or other reductions in or $1 
eliminations of sales load, to employee benefit and payroll at 





deduction plans not qualified under Section 401 of the In- 
ternal Revenue Code. Unless such a plan is organized in the { 
form of a trust, it may not be one of the legal entities in- 

cluded in the definition of “company” in the Act, including 










an unincorporated organized group of persons. Further, 

the Commission believes that discounts are appropriate for 
n- groups of employees and that for such groups it is unneces- 
sary to require the creation or use of a separate organized 
group such as a recreational or welfare association or credit 
nt union. Prior to the present amendment, paragraph (e) 
allowed a reduced sales load pursuant to a uniform offer 
made to all tax exempt organizations enumerated in Sec- 
tions 501(c)(3) or (13) of the Internal Revenue Code or 
employees’ trusts, pension, profit-sharing or other employee 
benefit plans qualified under Section 401 of the Code 

These preferences are based on public policy considerations 
as expressed in the tax laws. The amendment the Commis- 
sion is adopting is based on similar public policy grounds 

to encourage systematic saving through payrol! deduction 


Re- 





le plans. 2/ A broad definition of employee benefit plan is 

; made a part of the amendment. 

h New paragraph (f) affords still another option to issuers. 

They may continue to offer quantity discounts only to 

3. \ “persons” as used in paragraph (a), not avail themselves 

r of new paragraph (b), and extend the availability of a dis 
count for group sales to employees of a common employ- 
er. 

dis: The amendment would not relax the obligation under the 





Dd-1 Securities Act of 1933 of broker-dealers and other distribu- 


Id-1 tors of investment company shares to provide prospectuses 
ying | 10 all persons who are solicited. Thus, it is assumed that a 
yn : prospectus would be furnished to each member of any 
of group being solicited. It is also assumed that after pur 
ix chases of investment company shares, all proxy soliciting 
j material and reports to shareholders required by the Act 
and rules thereunder would be provided in a manner deem- 
ed consistent with the Act. 
was 
Itshould be noted that in order to avoid problems under 
the Securities Act of 1933, the Securities Exchange Act of 
ats 1934, and the Investment Company Act of 1940, all group 
it. purchases would have to be handied in a manner substan- 
tially similar to ordinary brokerage transactions (See Secur- 
of ities Act of 1933 Release No. 4790, July 13, 1965.) Thus, 


ries where limitations are imposed on the rights of an individual 
ri- participant, or special charges are made, a separate security 


rchases| MAY be created which would have to be registered under 
sdant the Securities Act of 1933 and the issuer of which may be 
an investment company required to register under the In- 
} vestment Company Act of 1940. For example, such prob- 
ants, lems would arise if: (1) sums were accumulated for ma- 
jar | trial periods of time before investment; (2) special fees or 


| charges, such as a front-end load, were imposed; 3/ (3) lim- 
‘ | itations were imposed on the right of participants to with- 
draw securities held in custody; or (4) limitations were im- 


ki rr. 
tere | posed on the rights and privileges of participants as share- 
: holders. 
le if 
| Anumber of commentators on the rule have expressed 
ph concern that if group sales were permitted, mutual fund 
“ dealers and salesmen could be penalized for non-adherence 
to suitability rules if they did not point out to each pro- 
spective purchaser that quantity discounts might be avail- 
roll : 
rs able through group purchases. The adoption of the present 
a tule amendment will not diminish present suitability require- 
* ments. However, the Commission does not believe that such 
ding requirements necessarily include an obligation on sellers of 





mutual fund shares to assure that individual purchasers 
make use of all group purchase opportunities 


Although the Commission is not persuaded that the dis- 
tribution of fund shares will be disrupted unless an issuer 
is allowed to place specific limitations on the amount of 
mutual fund shares that can be purchased by a participant 
in a group in a given period, no objection will be raised at 
this time to a limitation on the maximum value of shares 
which can be purchased in a given period, provided such 
maximum applies equally to all investors. 4 


The text of the Commission action, pursuant to the author- 
ity granted to the Commission in Sections 6(c), 22(d) and 
38(a) of the Act, is as follows: 


Rule 22d-1 under the Investment Company Act of 1940 
is amended effective December 16, 1974 as follows 


1. A new paragraph (b) is inserted. The first two paragraphs 
of new paragraph (b) are identical to the first two paragraphs 
of present paragraph (a) except that wherever the word 
“‘person(s)"’ appears, it is changed to read “‘purchaser(s).”’ 
The last paragraph of new paragraph (b) reads as follows 


As used in this paragraph (b), the term “purchaser” shall 
have the same meaning as the word “person” set forth ir 
Section 2(a)(28) of the Act but shall also include (i) an in 
dividual, or an individual, his spouse and their children under 
the age of 21, purchasing securities for his or their own ac- 
count, and (ii) a trustee or other fiduciary purchasing secur 
ities for a single trust estate or single fiduciary account (in- 
cluding a pension, profit-sharing, or other employee bene- 
fit trust created pursuant to a plan qualified under Section 
401 of the Internal Revenue Code) although more than 
one beneficiary is involved. Provided, however, that the 
term “‘purchaser”’ shall not include any “‘company” within 
the meaning of Section 2(a)(8) of the Act (other than a 
company of the character described in clause (ii) of this 
paragraph) (1) which has not been in existence for at least 
six months, (2) which has no purpose other than to pur- 
chase redeemable securities of a registered investment com- 
pany at a discount, or (3) which does not satisfy uniform 
criteria relating to the realization of economies of scale in 
sales effort and sales related expense selected by the issuer 
and described in the prospectus; and further provided that 
the term “‘purchaser”’ shall not include any group of indi 
viduals whose sole organizational nexus is that the partici- 
pants are credit cardholders of a company; policyholders 
of an insurance company; customers of either a bank or 
broker-dealer; or clients of an investment adviser. 


11. Paragraphs (b), (c), (d), (e), (f), (g), and (h) are rede- 
signated paragraphs (c), (d), (e), (f), (g), (h) and (i). 


111. References to paragraphs (b) and (c) in redesignated 
paragraph (e) are corrected to refer to redesignated para- 
graphs (c) and (d). 


IV. Redesignated Paragraph (f) is amended by substituting 
a comma for the period after the word “Code” and adding 
the following: 


or employee benefit plans not qualified under Section 401 
of such Code provided such non-qualified plans satisfy 
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uniform criteria relating to the realization of economies 

of scale in sales effort and sales related expense selected 

by the issuer and described in the prospectus. As used in 
this paragraph, ‘“‘employee benefit plan” shall mean any 
plan or arrangement which provides a means for employees 
or an employer on behalf of employees to purchase shares 
of a registered open-end investment company or companies 
by means of periodic payroll deductions or otherwise, 

and “employer” shall mean a single employer or two or 
more employers each of which is an affiliated person of 
the other under Section 2(a)(3) (C) of the Investment 
Company Act. 


As so amended, Rule 22d-1 reads: 
Rule 22d-1. Variations in Sales Load Permitted for Certain 


Sales of Redeemable Securities 


* * * * * 





(b) In accordance with a scale of reducing sales load vary- 
ing with the quantity of securities purchased by any pur- 
chaser. The quantity entitling any purchaser to any such 
reduced sales load may be computed on any of the follow- 
ing bases, and may include redeemable securities of other 
registered investment companies having the same principal 
underwriter as the issuer of such securities: (1) the aggre- 
gate quantity of securities being purchased at any one time; 
(2) the aggregate quantity of securities previously purchased 
or acquired and then owned plus the securities being pur- 
chased; or (3) the aggregate quantity of securities purchased 
within a period of no more than 13 months from the date 
of and pursuant to a written statement of his intention, 
accepted by the underwriter, which provides that the pur- 
chaser intends, but is not obligated, to purchase securities 
within such period in a specified aggregate amount which 
would entitle the purchaser to a quantity discount if pur- 
chased at one time, and which further provides that each 
purchase made pursuant to the statement shall be made 
either (i) at the price applicable to the quantity of securities 
being purchased in each separate transaction until at least a 
sufficient quantity of securities has been purchased to qual- 
ify for a discount pursuant to the statement, or until the 
aggregate quantity specified therein has been purchased, 
whereupon a retroactive price adjustment for all purchases 
theretofore made under the statement to reflect the quan- 
tity discount to which the purchaser is then entitled pursu- 
ant to the statement shall be made by the underwriter and 
the dealer involved, if any, or (ii) at the price applicable to 
the intended aggregate quantity of securities specified by 
the purchaser, provided that an amount of the securities pur- 
chased shall be retained by the underwriter or held by a 
bank escrow agent pursuant to terms and conditions which 
will reasonably assure that the full applicable sales load will 
be charged if the purchaser does not complete the intended 
purchases. The statement of intention may also provide that, 
if the total purchases made within the period covered by 
the statement exceed the amount specified by the purchaser 
as his expected aggregate purchases, and equal an aggregate 
amount which would, if purchased at a single time, qualify 
for an additional quantity discount, a retroactive price ad- 
justment shall be made by the underwriter and the dealer 
involved, if any, for all purchases made under the statement 
to reflect the quantity discount applicable to the aggregate 
amount of such purchases. 
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The scale of reducing sales load and the method of com- 
putation utilized shall be specifically described in the 
prospectus and shall be applicable to sales to all purchasers, 







As used in this paragraph (b), the term “purchaser” shall 
have the same meaning as the word “person” set forth in 
Section 2(a)(28) of the Act but shall also include (i) an 
individual, or an individual, his spouse and their children 
under the age of 21, purchasing securities for his or their 
own account, and (ii) a trustee or other fiduciary purchas- 
ing securities for a single trust estate or single fiduciary ac- 
count (including a pension, profitsharing, or other employee | 
benefit trust created pursuant to a plan qualified under 
Section 401 of the Internal Revenue Code) although more 
than one beneficiary is involved: Provided, however,that 

the term “‘purchaser”’ shall not include any ‘‘company” 
within the meaning of Section 2(a)(8) of the Act (other 

than a company of the character described in clause (ii) 

of this paragraph) (1) which has not been in existence for 

at least six months, (2) which has no purpose other than 

to purchase redeemable securities of a registered investment 
company at a discount, or (3) which does not satisfy uni- 
form criteria relating to the realization of economies of 

scale in sales effort and sales related expense selected by 

the issuer and described in the prospectus; and further pro- 
vided the term “‘purchaser”’ shall not include any group of 
individuals whose sole organizational nexus is that the par- 
ticipants are credit cardholders of a company; policyhold- 

ers of an insurance company; customers of either a bank or 
broker-dealer; or clients of an investment adviser. 






. * * + * 


(e) For the purpose of paragraphs (c) and (d) hereof, 
‘separate opportunity” to reinvest dividends or distribu- 
tions shall include a right given to security holders to elect 
to receive such dividend or distribution in stock or cash, or 
to reinvest a cash payment within a specified period of 
time after receipt thereof. 





* 7 * * ao 


(f) Upon the sale pursuant to a uniform offer described in 
the prospectus and made to tax-exempt organizations 
enumerated in Sections 501(c)(3) or (13) of the Internal 
Revenue Code, or employees’ trusts, pension, profitsharing, 
or other employee benefit plans qualified under Section 401 
of the Internal Revenue Code, or employee benefit plans 

not qualified under Section 401 of such Code provided such 
non-qualified plans satisfy uniform criteria relating to the 
realization of economies of scale in sales effort and sales re- 
lated expense selected by the issuer and described in the pro- | 
spectus. As used in this paragraph, ‘““employee benefit plan” 
shall mean any plan or arrangement which provides a means 
for employees or an employer on beahlf of employees to 
purchase shares of a registered open-end investment com- 
pany or companies by means of periodic payroll deductions 
or otherwise, and “‘employer”’ shall mean a single employer 
or two or more employers each of which is an affiliated per: 
son of the other under Section 2(a)(3)(C) of the Investment 
Company Act. 








By the Commission. 





George A. Fitzsimmons 
Secretary 
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1/ This antigrouping provision in effect defines “‘any per- 
son” more narrowly than Sections 2(a)(28) and 2(a)(8) of 
the Act, taken together. Section 2(a)(28) provides that 
“person” means a natural person or a company. Section 
2(a)(8) provides (among other things) that ““company” 
means a corporation, a partnership, an association, a joint- 
stock company, a trust, a fund, or any organized group of 
persons whether incorporated or not. 


2/ As in the case of new paragraph (b), funds which chose 
to avail themselves of the distribution option provided by 
this amendment to paragraph (e) (relettered (f)) must con- 
dition sales at reduced or eliminated sales loads to non-qual- 
ified plans upon the satisfaction of uniform criteria relating 
to the realization of economies of scale in sales effort and 
sales related expenses. 


3/ In this connection, it should be borne in mind that any 
person who is paid any portion of a sales load or who re- 
ceives other special compensation in connection with the 
purchase or sale of securities would probably be required 
to register as a broker-dealer pursuant to Section 15(a) of 
the Securities Exchange Act of 1934. 


4/ \It has been suggested that such maximum might be 
stated as a percentage of the purchaser’s income. We believe 
this would be unjustly discriminatory and thus unlawful. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8570/November 4, 1974 


" SEC ANNOUNCES MUTUAL FUND DISTRIBUTION 


PROGRAM 


The Securities and Exchange Commission today announced 
acomprehensive program to revise the laws and regulations 
affecting mutual fund distribution. The commission’s pro- 
gram was based on a report, “Mutual Fund Distribution and 
Section 22(d) of the Investment Company Act of 1940,” 
prepared by the Division of Investment Management Regula- 
tion and submitted to the Senate Committee on Banking, 
Housing and Urban Affairs today. In transmitting the re- 
port, the Commission stated that its program was “‘intended 
to reduce or eliminate many of the inequities and ineffi- 
ciencies of the present fund distribution system while, at 

the same time, avoiding the dangers of a sudden abolition 

of retail price maintenance.’’ The Commission added that its 
plan was to “‘lay the groundwork for the gradual and order- 
ly introduction of retail price competition into the mutual 
fund distribution system.” 


The Commission’s program is three-fold: (1) increased use 
of its existing administrative powers to permit greater price 
flexibility, expanded fund advertising, and more informa- 
tive portrayal of fund investment results; (2) a recommen- 
dation that Congress enact legislation to expand the Com- 
mission’s authority to select from a broad variety of long- 
range options to remove inhibitions on competition in the 
future; and (3) adoption of proposed rules by the NASD to 
prevent excessive sales loads. 


The Commission’s program had its origin in connection with 
the 1970 amendments to the Investment Company Act. At 





that time, Congress had considered dealing with the prob- 
lem of excessive mutual fund sales loads by repealing Sec- 
tion 22(d) of the Act, which reques that dealers in fund 
shares charge a uniform sales load stated in the fund’s 
prospectus. Repeal of Section 22(d) would, in effect, have 
allowed sales loads to be determined by competition among 
retail dealers. However, in view of Commission uncertainty 
concerning the effects of repeal of Section 22(d) upon mu- 
tual fund distribution, Congress decided instead to amend 
Section 22(b) to give the NASD rulemaking authority, with 
Commission oversight, to prevent mutual funds from being 
sold at a sales load which is “excessive.” At the same time, 
the Senate Committee on Banking, Housing and Urban Af- 
fairs requested that the Commission study the consequences 
of repeal of Section 22(d). 


In November 1972, the Commission transmitted to the Con- 
gress, without any express recommendations, a report pre- 
pared by its then Office of Policy Research, entitled, ‘“The 
Potential Impact of the Repeal of Section 22(d) of the In- 
vestment Company Act.” Before making its recommendations, 
the Commission decided to hold hearings to consider not 

only whether Section 22(d) should be repealed, but also to 
explore the major issues in the marketing of mutual funds 

and to reexamine traditional administrative positions which 
affect them. 


The hearings were held in February and March of 1973. 
Based upon the testimony and comments received, the Com- 
mission concluded that it was unlikely that a sudden end to 
retail price maintenance would be accompanied by the level 
of investor sophistication and sensitivity to sales loads that 
would be needed to make a price competitive distribution 
system work. Rather, the more likely result of a precipitous 
end to retail price maintenance would be an end to wide- 
spread distribution of mutual fund shares. 


Therefore, the Commission is not recommending immediate 
abolition of retail price maintenance. Instead, it has decided 
to use its existing administrative powers to embark upon a 
program designed to encourage economies and efficiencies in 
the present fund distribution system and ultimately to move 
the industry into a position where it could function effectively 
in an environment of full retail price competition. At the 
same time, the Commission is requesting that Congress amend 
the Act to provide the Commission with additional authority 
to require administratively other intermediate steps designed 
to encourage competition and, ultimately, to require the end 
of retail price maintenance, if such action should prove to 

be in the public interest. The third aspect of the Commission's 
program contemplates adoption of proposed rules by the 
NASD to regulate maximum sales loads. 


The specific features of the Commission’s program may be 
summarized as follows: 


1. Administrative Action: 

The first part of the Commission's program would utilize ex- 
isting administrative authority to encourage voluntary price 
competition by permitting greater opportunities for mass- 
merchandising and more price variations in the current sales 
load structure. 


a. Advertising: 
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The Commission today adopted amendments to Rule 134 have held shares of the fund for a specified period of time 




















































under the Securities Act of 1933, relating to investment could purchase specified amounts of additional shares at , 
company advertising (Securities Act Release 5536, Invest- a reduced load or at no load, thereby enabling qualifying T 
ment Company Act Release 8568). The amendments will investors to avoid paying for selling services they do not Ri 
allow more interesting and informative mutual fund ad- need or get. The proposed rule would require adequate no- re 
vertisements which also emphasize the importance of the tice to existing shareholders and would not affect purchases Qe 
prospectus. pursuant to contractual plans. ‘“Open seasons”, which would m 
be optional with the fund, should encourage funds and their cc 
b. Portrayal of Performance: underwriters to give more attention to existing shareholders, p 
and those funds with an adequate performance record and st 
In addition to adopting amendments to liberalize its adver- large numbers of satisfied shareholders should find it particu- W 
tising rules, the Commission today published for comment larly helpful. 0 
a proposed revision of the Statement of Policy, which pre- n 
scribes methods for portraying investment results (Securi- The Commission will also consider individual applications d 
ties Act Release 5537, Investment Company Act Release for exemption from Section 22(d) to permit reduced or p 
8571). The proposed revision would add four sample charts _ eliminated sales charges to unsolicited new investors, where it 
portraying results on a total return basis. As proposed, it can be shown that such arrangements would be in the best e 
“total return’ would permit a single figure which includes interests of investors and would not disrupt fund distribu- 
the compound effect of all distributions (capital gains as tion. 2 
well as dividends) over ten years, provided that risks, in- 
cluding variability in returns from year to year, and the (iii) Combination Purchases: T 
effects of expenses are also clearly shown. This should fa- os t 
cilitate more meaningful comparison of fund results and a The Commission will also consider applications for exemp- _ 
clearer understanding of how differences in expenses can tion from Section 22(d) to permit sales load reductions to F. 
affect compound returns. The same principles are applied persons who have previously or contemporaneously pur- 2 
to charts portraying the investment results and expenses of | Chased, from the same retailer, another investment product c 
variable annuities, to provide the investor with a clearer or an insurance product, distributed by the same underwrit- : 
understanding of how various costs affect variable annuity er. If such exemptions are determined to be in the best in- 
investment results as well. terests of investors and are thus granted by the Commission, | 
they would permit funds to pass on to investors the cost f 
c. Price Variations: savings from marketing several financial products during : 
one sales effort, and would also permit underwriters to ex- ‘ 
The program includes several actions designed to permit periment with varied financial packages. E 
more price variations in the sales load structure, and thus ' 


foster greater competition at the underwriter level (vi) Exemption of Variable Annuities from Section 22(d): 


The Commission will publish for comment a proposed rule 


(i) Expanded Group Sales: ; ; aS : 
f . Pp to relieve issuers of variable annuities from the restrictions of 


Rule 22d-1 permits quantity discounts to certain persons, Section 22(d), provided they do not engage in any unjust 
qualified employee retirment plans and certain other en- price discrimination. Since variable annuities are noteasily | ) 
tities, but excludes groups of individuals established to pool transferable in a secondary market, the removal of manda- 7 
orders for mutual fund shares. The Commission today tory retail price maintenance is not likely to have the disrup- : 
adopted an amendment to the rule, effective December 16, tive effect on the distribution system that it would for mu- | 
1974, which will permit funds, at their option, to provide tual funds 


the benefit of sales load discounts to certain additional 
groups of persons. (Investment Company Act Release 8569). 
To be eligible, a group must have been in existence for at 
least six months, and have a purpose other than purchasing 
mutual fund shares at a discount. In addition, any such 
group purchasing at a discount must satisfy uniform criteria 
selected by the fund relating to the realization by the fund of 
economies of scale in sales effort and sales related expense. 
Discounts to groups whose sole organizational nexus is that 
the members are credit card holders of a company, policy- 
holders of an insurance company, customers of a bank or 
broker-dealer, or clients of an investment adviser, are ex- 
pressly prohibited. This amendment will enable funds and 
their underwriters to introduce mass-marketing techniques 
and to pass on to investors economies of scale and cost 


savings from group sales. (vi) Secondary Brokered Market in Fund Shares: 


(v) Purchase of No-Load Fund Shares Through a Broker 
Charging a Fee: 


The Commission has authorized its staff, on an experimental 
basis, to view favorably interpretive requests with respect to 
proposals that brokers which act independently of funds and 
their underwriters be permitted, under certain circumstances, 
to charge reasonable fees for services rendered in connection 
with the purchase of shares of “no-load” funds. Permitting 
such charges should provide brokers with an incentive to re- 
commend no-load fund shares somewhat comparable to that 
existing with respect to other securities, and compensate 
brokers for services rendered in connection with no-load 
purchases. 


(ii) Unsolicited Purchases: Though the restrictions of Section 22(d) do not apply to 


sales of fund shares by one person to another through a 
broker, no secondary brokerage market in mutual funds has \ 
developed. Provisions contained in uniform sales agreements 
between underwriters and broker-dealers effectively prohibit 






The Commission will publish for comment a proposed ex- 
emptive rule which would permit a fund and its under- 
writer to utilize ‘‘“open seasons” during which persons who 
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activity. 


The Commission intends to ask the NASD to amend its 
Rules of Fair Practice to prohibit in the future contractual 
restrictions which would prevent broker-dealers from en- 
gaging in brokered transactions in fund shares. The Com- 
mission will also consider the adoption, if necessary, of a 
complementary rule under the Investment Company Act to 
prevent funds from restricting the transferability of their 
shares in a secondary brokered market. Broker-dealers 
would not be required to set up special procedures to maich 
orders for fund shares, and it is not anticipated that such a 
market will become so significant as to disrupt the primary 
distribution system. However, it will introduce some retail 
price variations in the industry and provide some insight 
into whether a Secondary dealer market could function 
effectively. 


2. Proposed Legislation 


The Commission already has sufficient authority to take 

the administrative steps outlined above. All of the actions 
would make available options to funds and their under- 
writers, except those relating to a secondary brokered market 
and charges for services rendered in connection with pur- 
chases of no-load shares; those would be optional for brok- 
ers. t is hoped that the industry on its own initiative wit 


It is hoped that the industry on its own initiative will make 
full use of these opportunities to cultivate a more compe- 
titive fund distribution system. If, however, the Commis- 
sion concludes that regulatory action is needed in this re- 
gard, additional authority is required to make such price 
variations mandatory rather than merely optional. 


Furthermore, once these programs have been implemented 
and the industry has had a fair opportunity to function un- 
der them, the Commission wishes to be in a position to con- 
sider adoption of more far-reaching administrative actions, 
including perhaps the complete elimination of retail price 
maintenance. Therefore, specific legislation will be forward- 
ed to Congress in the near future which would provide the 
Commission with clear authority to implement future mea- 
sures to achieve more effective price competition in the 

sale of fund shares. 


3. Sales Load Regulation 


The Commission notified the NASD that if it were to adopt 
its proposed full service maximum sales load rule, which was 
formulated pursuant to the 1970 Amendments to Section 
22(b) of the Act, it would limit sales charges in a manner 
generally corisistent with the intent of Section 22(b). 


The maximum sales loads which are permitted by the rule 
are: 


8.50% for purchases of up to $10,000 or $15,000; 7.75% for 
purchases between $10,000 and $25,000; or 7.50% for pur- 
chases between $15,000 and $15,000; and 6.25% for pur- 
chases of $25,000 and over. 


Under the NASD proposal, the right to charge a maximum 
load would be contingent on the fund’s offering: (1) divi- 
dend reinvestment at net asset value; (2) rights of accumula- 


tion; and (3) volume discounts. 


In informing the NASD of its views concerning the pro 
posed rule, the Commission asked that the NASD consider 
also providing for a reduction in the maximum sales loads 
of funds which fail to offer exchange privileges, and that 

it consider a reduced maximum sales load structure for cash 
management funds. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8571/November 4, 1974 


See Securities Act Release No. 5537/November 4, 1974 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8572/November 5, 1974 


See Securities Act Release No. 5538/November 5, 1974. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8573/November 6, 1974 


In the Matter of 


CAPITAL SHARES, INC. 

and 

CAPITAL INVESTORS GROWTH FUND, INC. 
2727 Allen Parkway 

Houston, Texas 77019 

(812-3714) 


NOTICE OF FILING OF APPLICATION FOR ORDER 
PURSUANT TO SECTION 17(b) EXEMPTING PRO- 
POSED TRANSACTION. 


NOTICE IS HEREBY GIVEN that Capital Shares, Inc. 
(“Capital’’) and Capital Investors Growth Fund, Inc. 
(“Growth Fund”) (collectively referred to as the ‘‘Funds’’), 
both registered under the Investment Company Act of 1940 
(“‘Act’’) as open-end investment companies, have filed an 
application pursuant to Section 17(b) of the Act for an order 
of the Commission exempting from the provisions of Sec- 
tion 17(a) of the Act the proposed exchange of substantially 
all of the assets of Growth Fund for shares of Capital. All in- 
terested persons are referred to the application on file with 
the Commission for a statement of the representations made , 
therein, which are summarized below. 


The application states that Capital and Growth Fund have 
entered into an Agreement and Plan of Reorganization 
(“Plan’’) under which substantially all the assets of Growth 
Fund are to be purchased by Capital in exchange for shares 
of Capital at net asset value as of the Valuation Date as de- 
fined in the Plan. The Capital shares will be distributed to 
holders of shares of Growth Fund in liquidation. 


Growth Fund and Capital both have as their primary objec- 
tive growth of capital through investment in common 
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stocks and other securities with current income an inci- 
dental objective. The investment restrictions of each Fund 
are substantially the same. Growth Fund has a limited 
power to borrow money for investment purposes which it 
has never used and which Capital does not have. Capital 

has a prohibition against investing in companies in which 
directors or officers, or the investment adviser own certain 
amounts, and is limited in amounts it may invest in com- 
panies with less than a three-year record of continuous oper- 
ations, while Growth Fund has no such restrictions. Growth 
Fund is also permitted to invest indirectly in commodities 
while Capital is not. The Funds’ directors and the officers, 
except for Presidents, are identical. The investment advisory 
agreements which each Fund has with Investors Counsel, 
Inc., are the same in all respects. 


On June 30, 1974, net assets of Growth Fund and Capital 
amounted to $1,274,688 and $23,245,244, respectively. 
Under the Plan all securities and cash of Growth Fund (sub- 
ject to the retention by it of cash estimated to be sufficient 
to pay its liabilities and expenses of liquidation and dissolu- 
tion but not to exceed 10% of its net assets nor 30% of its 
gross assets) will be delivered to Capital in exchange for 
shares of Capital. The exchange will be based on the adjusted 
net asset value per share of Growth Fund and the net asset 
value of Capital as of the close of business on the Valuation 
Date. If the transaction had taken place (on the basis of un- 
audited financial statements) at June 30, 1974, the share- 
holders of Growth Fund would have received .570 shares of 
Capital having a value of $4.09 per share for each share of 
Growth Fund held by them. 


There is no adjustment contemplated to give credit for the 
tax consequences which might inhere, in different propor- 
tions, in the respective portfolios of Capital and Growth 
Fund for realized and unrealized capital gains and losses. 

As of June 30, 1974, Growth Fund had unrealized capital 
losses of $1,403,414. The application states that the long- 
term benefit to the shareholders of Capital, however, would 
be highly theoretical because Capital, itself had, as of that 
date, unrealized losses of $18,886,868, more than ample to 
offset its realizable gains. It is further stated that one theore- 
tical purpose of such tax adjustment is to limit the benefit 
which an acquiring fund derives from realized losses of the 
acquired fund; but this benefit inures only to a fund with a 
portfolio market value in excess of its tax-cost basis. The 
portfolios of both Capital and Growth Fund have market 
values substantially less than their respective tax-costs bases. 


The Plan is contingent upon (1) approval by the shareholders 
of Growth Fund; (2) receipt of an opinion of counsel to the 
effect that the proposed transaction will constitute a tax-free 
reorganization and that no gain or loss will be recognized for 
Federal Income Tax purposes by either of the Funds or their 
shareholders as a result of the transaction; and (3) the distri- 
bution, immediately prior to the effective date of the transac- 
tion, by Growth Fund to its shareholders of a dividend con- 
sisting of substantially all of its undistributed net income and 
capital gains. The application states that the Plan is for the 
benefit of both of the Funds. Growth Fund, it is alleged, 
offers increased diversification of investments and anticipat- 
ed savings of expenses as a per cent of assets; e.g., various 
fixed expenses such as legal, auditing, stockholder reports, 
Commission filings and other administrative costs can be re- 
duced. Capital will benefit by the acquisition of portfolio se- 
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curities without incurring the usual transaction costs or broker 
age fees. In the opinion of management of Capital, all of the 
securities in Growth Fund's portfolio are consistent with Capj 
ital’s investment policies and no sale of portfolio securities 
would be required as a result of the acquisition. 





Section 17(a) of the Act prohibits an affiliated person of a 
registered investment company, or an affiliated person of 
such a person, from selling to or purchasing from such regis- 
tered company any security or other property, subject to cer- 
tain exceptions, unless the Commission upon application, pur 
suant to Section 17(b) of the Act, grants an exemption from 
the provisions of Section 17(a) of the Act upon a finding 
that the terms of the proposed transaction, including the 
consideration to be paid, are reasonable and fair and do not 
involve over-reaching on the part of any person concerned, | 
that the proposed transaction is consistent with the policy of p 
each registered investment company concerned, as recited in | | 
its registration statement and reports filed under the Act, and F 
is consistent with the general purposes of the Act. 
f 


— i em Ch 


Funds submit that the proposed transaction meets all the 
standards of Section 17(b) of the Act, because, among other | 
things, the exchange is to take place solely on the basis of 
relative net asset values; nothing in the recited policy of either | 
of the Funds forbids the proposed transaction; shareholders of g 
Growth Fund are being fully advised of the investment poli- 
cies of Capital; the transaction will serve to reduce the per- 
share amount of certain fixed expenses which presently dupli 
cate one another and the transaction is consistent with the 
general purposes of the Act because as part of the Plan, the 
shareholders of Growth Fund will become shareholders of J 
Capital which is itself a registered investment company. ir 
n 


NOTICE IS FURTHER GIVEN, that any interested person 
may, not later than December 2, 1974, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on this 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, 
of fact or law proposed to be controverted, or he may request te 
that he be notified if the Commission shal! order a hearing 
thereon. Any such communication should be addressed: Sec- 


retary, Securities and Exchange Commission, Washington, rn 
D.C. 20549. A copy of such request shall be served personal: | y 
ly or by mail (air mail if the person being served is located b 
more than 500 miles from the point of mailing) upon Funds t 
at the address stated above. Proof of such service (by affidavit, ts 
or in the case of an attorney-at-law, by certificate) shall be | C 
filed contemporaneously with the request. As provided by C 
Rule 0-5 of the Rules and Regulations promulgated under the t 
Act, an order disposing of the matter herein will be issued as c 


of course following said date unless the Commission thereafter, 
orders a hearing upon request or upon the Commission’s own ti 
motion. Persons who request a hearing or advice as to whether D 
a hearing is ordered will receive any notices and orders issued | 
in this matter, including the date of the hearing (if ordered) 


and any postponements thereof. S 

L 
For the Commission, by the Division of Investment Manage- $C 
ment Regulation, pursuant to delegated authority. Ci 


George A. Fitzsimmons 
Secretary 
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: Release No. 8574/November 6, 1974 mit the creation of two new funds within Applicant. one 
' : which would invest in long-ter ebt securitie the othe 
apy in the Matter of of which would invest principally in short-term debt inst 
. ments. Applicant states that its present portfolio consists 
SAVINGS BANK INVESTMENT FUND ae : , , . 
50 Conaress Street principally of equity secu tie , and iould constitute a tt 
Boston, Massachusetts 02109 - or pore lig : PEE. OPAC SHOR 
| 20¢ purpose oO ne amenament its in accord with Applicant's or 
(812-398) jinal purpose of giving Massachusetts s ' I k n oppor 
a NOTICE OF FILING OF APPLICATION FOR SUPPLE tunity to participate ir rofessionally-manaaed portfolio 
wut } oar ar hict ¢ Nermitted ¢ ; < ' P r 10 mt « sirit 
pur MENTARY ORDER . . = - sees is roade of securitie 
\ 1D KS lay inves t re 
m | NOTICE IS HEREBY GIVEN that Savings Bank Investment 
Fund (“Applicant’’), a corporation duly organized pursuant NOTICE 1S FURTHER GIVEN that any interested persor 
to a special act of the Massachusetts legislature, effective may, not later than December 2, 1974, at 5:30 p.n ubmit 
z August 8, 1945, and registered under the Investment Com ) the Commission in writtr request nt 
a pany Act of 1940 (**Act’’) as an open-end diversified invest matter accompanie ; wy 6 eee 
ment company, has filed an amendment to its plicatic nterest, the reason for such request, and tl é f 
ke pursuant to Sections 6(c), 18(i) and 22(e) of the Act re Tact Or law proposed to be co y 
questing an order supplementing the Commission’s exer that he be notified if the Commissior ‘ 
tive order of December 17, 1946 (investment Company Act thereon. Any such communication should be addresse e 
Release No. 988) declaring that the amendment of Appli etary, Securities and Exchange Commission, Washingt 
7" cant’s Charter effective September 12, 1974 and the exer D.C. 20549 A copy of such request shall be ser p al 
| cise by the Board of Directors of the authority granted ly Or Dy Mall (air mail it the per bel 10 
ither } thereby have no effect upon the validity of the exemptions more than 500 miles from thi poir 
2F5 0 granted by the December 17, 1946 exemptive order. The cant in care of Gaston Snow & £ ) Bartlett, 82 \ 
si. 1946 order granted Applicant exemptions from Sections otreet, boston, Massachusetts 02109, att SI 
. 13(a), 15(a), 16(a), 18(i), 22(d) and (e), 32(a)(2) and (3) of | Jones, Esquire. Proof of such service (by aff t in 
upl the Act. All interested persons are referred to the applicat case of an attorney at-law, by cert ate) shall be File 
" on file with the Commission for a statement of the represer ter \poraneous y witl the request. As provided by Rule 0-5 
" tations therein, which are summarized below of the Rules and Regulations promulgated under the A in 
f oe order disposing of the application will be issued as of course 
» Applicant states that it is an investment fur reated by the following said date unless the Commission thereafter orders 
Commonwealth of Massachusetts, the securities of which a hearing upon request or upon the Commission’s own mo 
may be sold only to Massachusetts savings banks and a re tion. Persons who request a hearing advice as to whether 
on lated entity and to Massachusetts co-operative banks, the a hearing is ordered will receive any notices and orders issued 
a vestment powers of which are prescribed by statute, and n this matter, including the date of the hearing (if ordered) 
which is subject to contro! of the Commissioner of Banksof and any postponements thereof 
6 the Commonwealth of Massachusetts. The special act of the 
Y, | Massachusetts legislature which comprises Applicant’s Char For the Commission, by the Division of Investment Manage 
quest | terhas been amended by an act of the Massachusetts legisla ment Regulation, pursuant to delegated authority 
9 | ture effective September 12, 1974. The amendment author 
Sec: | izes Applicant’s Board of Directors: (a) to establish one or George A. Fitzsimmons 
y more additional distinct portfolios or investment funds in Secretary 
nal | Which Applicant’s assets would be held, each such fund to 
d be represented by a separate class of shares of beneficial in ‘ge 2 ee ee 
inds terest of Applicant and each such fund to be subject to the ; . ; 
idavit investment restrictions presently contained in Applicant's INVESTMENT COMPANY ACT OF 1940 
be Charter; (b) to enter into one or more investment advisory Release No. 8575/November 6, 1974 
oY contracts with respect to any one or more of such funds or 
er the the same terms and conditions presently containe in the Matter of 
2d as Charter; provided, however, that no adviser, at the iime its si b : : 
reafter | contract is approved, may advise any such fund or combina DIVERSIFIED TAX-EXEMPT BOND FUND, 
eae tion of funds amounting to more than 1/2 of 1% of all de- CALIFORNIA SERIES | 
me posits in Massachusetts savings banks; and (c) to pay divi anil 


dends with respect to any class of Applicant's shares. 


; 0 = 
Section 49 of Chapter 168 of the Massachusetts General marly toga 8 & CO., INCORFORATED 
Laws has also been amended effective September 12, 1974 2 


red) 


. é‘ i San Francisc ifornia 94104 
vage 80 that the limits on investment by savings banks in Appli- (31 93000) California 94104 
cant's shares contained in that section would reflect the fact 
th . . ithi ic 
, at there may be more than one fund within Applicant. NOTICE OF FILING OF APPLICATION FOR AMEND. 


Rl Raia atin te alii citi nies diaiinindia’ MENT TO ORDER (INVESTMENT COMPANY ACT OF 
shareholders of a given end peerage Lmemaaad pet a 1940 RELEASE NO. 7760) PURSUANT TO SECTION 
gins attributable to that fu {. Applicant represents that the 6(c) OF THE ACT GRANTING EXEMPTION FROM THE 
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PROVISIONS OF SECTION 14(a) OF THE ACT AND 
FROM THE PROVISIONS OF RULES 19b-1 AND 22c-1 


NOTICE iS HEREBY GIVEN that Diversified Tax-Exempt 
Bond Fund, California Series | (‘*Fund’’), a unit investment 
trust registered under the Investment Company Act of 1940 
(“Act”), and its sponsor, Blyth Eastman Dillon & Co. Incor- 
porated (“Sponsor’’), (the Fund and the Sponsor hereinafter 
collectively referred to as ‘‘Applicants”), have filed an appli- 
cation pursuant to Section 6(c) of the Act for an order of 
the Commission, amending a prior Commission order, ex- 
empting Fund and all subsequent national or state series of 
the same or similar title of which Sponsor is a sponsor or co- 
sponsor (“the Subsequent Series’’) from the provisions of 
Section 14(a) of the Act, in order to permit the possible dis- 
tribution and redemption of Units of one or more Subse- 
quent Series by an underwriting syndicate as well as by the 
sponsor acting alone. All interested persons are referred to 
the application on file with the Commission for a statement 
of the representations therein, which are summarized below. 


The Fund is a unit investment trust organized under the 
laws of the State of California. Sponsor acts as sole sponsor 
of the Fund. 


The Sponsor had filed a Registration Statement on Form 
S-6 under the Securities Act of 1933 (the “1933 Act”’), 
which has subsequently been amended to cover an aggregate 
of 9,000 units (including 4,000 Units to be resold from time 
to time by the Sponsor in connection with its market mak- 
ing activities) to be offered to investors at a public offering 
price as set forth in the prospectus which became effective 
on June 19, 1974. The Sponsor has also filed a notification 
of registration on Form N-8A and a Registration Statement 
on Form N-8B-2 relating to the Fund. 


The Fund is governed by a trust agreement (the ‘’Trust 
Agreement”) under which the Sponsor acts as such and Bank 
of America National Trust and Savings Association (‘Bank’) 
acts as Trustee and Evaluator. Pursuant to the Trust Agree- 
ment, the Sponsor deposited with the Trustee $5,000,000 
principal amount of bonds (the ‘““Bonds”’) which were ac- 
cumulated for such purpose. Thereafter, the Trustee de- 
livered to the Sponsor registered certificates for 5000 Units, 
which represent the entire ownership of the Fund. These 
Units were in turn offered for sale to the public by the 
Sponsor. 


Applicants state that the Bonds were not pledged or in any 
other way subjected to any debt by the Fund at the time 
they were deposited with the Trustee. All of the Bonds 

were tax free municipa! bonds, selected to insure exemption 
from Federal and California income tax, diversity and value. 
Bank acts as Bond Advisor to the Fund and advises the Spon- 
sor regarding the Fund’s bond portfolio. For these services 
Bank received a fee of $20,000. 


The assets of the Fund consist and will consist of the Bonds, 
bonds acquired upon certain refundings, accrued and undis- 
tributed interest and undistributed cash. Units in the Fund 
represent fractional individual interests; they remain out- 
standing until redeemed or until termination of the Trust 
Agreement. 


Pursuant to an order of the Commission issued on April 20, 
1973 (Investment Company Act Release No. 7780) (“1973 
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Order’’) the Fund and all Subsequent Series were ex- 
empted, pursuant to Section 6(c) of the Act, from var- 
ious provisions of the Act and rules thereunder. Upon 
the Sponsor’s undertaking of various financial responsibili- 
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ties, discussed more fully below, the Fund and all Subsequent ]} — 
Series were exempted from the net worth requirements of aw 
Section 14(a) of the Act. Furthermore, the Fund and all Sub- = 
sequent Series were exempted from the capital gains dividend eo 
distribution restrictions in Rule 19b-1(a) and from secondary - 
market operations restrictions in Rule 22c-1. es 
Section 14(a) of the Act requires that a registered investment pole 
company (a) have a net worth of at least $100,000 prior to Gate 
making a public offering of its securities, (b) have previously wee 
made a public offering and at the time have had a net worth nd | 
of $100,000; or (c) have made arrangements for at least $100, ed in 
000 to be paid in by 25 or fewer persons before acceptance _ 
of public subscriptions. wy 
OF, < 
The 1973 Order exempts the Applicants from the provisions ng 
of Section 14(a) of the Act. In connection with such order = 
the Sponsor had undertaken (i) to refund, on demand and = 
without deduction, all sales charges to purchasers of Units of peng 
the Fund and of a Subsequent Series if within 90 days after = 
the Registration Statement of the Fund or of a Subsequent 2 — 
Series under the 1933 Act becomes effective, the net worth ! e 
of the Fund or of a Subsequent Series shall be reduced to less — 
than $100,000 or if the Fund or the Subsequent Series is — 
terminated; (ii) to instruct the trustee on the date the bonds - 
are deposited in the Fund and each Subsequent Series that — 
in the event that redemption by the Sponsor of Units which NOT 
constitute a part of the unsold Units shall result in the Fund may 
or a Subsequent Series having a net worth of less than 10% nit t 
of the principal amount of bonds originally depositied, the fhe n 
trustee shall terminate the Fund or the Subsequent Series in his 3 
the manner provided in the governing Trust Agreement and any, 
distribute any bonds, or other assets deposited with the requ 
trustee pursuant to the Trust Agreement as provided therein; heari 
and (iii) in the event of termination for the reasons described dress 
in (ii) above, to refund any sales load to any purchaser of Wash 
Units of the Fund or any Subsequent Series purchased from saree 
the Sponsor or any dealer participating in the underwriting, ore 
on demand, and without any deduction. maili 
Applicant submits that should an underwriting syndicate be an 
used in the distribution of one of the Subsequent Series the Pe 
sales load on Units sold by Syndicate members would accrue lttior 
to such members and not to the Sponsor (except to the ex- the ay 
tent it is a member of a Syndicate) and also that such mem- ber, 1 
bers might tender Units for redemption. Consequently, Ap | upon 
plicants believe it necessary to amend the 1973 order so as who | 
to reflect the effects of such possible distributions and re- | ogo, 
demptions upon their Section 14(a) exemption and the matte 
Sponsor’s undertakings in connection therewith. | any p 
Applicants seek an exemption from the provisions of Sec- For tf 
tion 14(a) of the Act in order to make a possible future pub- | nen; 


lic offering of a Subsequent Series through a distribution 
and redemption mechanism of an underwriting syndicate as 
well as by the Sponsor acting alone. In connection with this 
requested exemption the Sponsor has modified its prior Sec: 
tion 14(a) undertakings as follows: the Sponsor agrees (i) to 
refund or cause to be refunded by members of a Syndicate, 
if any, on demand and without deduction all sales charges to 
purchasers of Units of any Subsequent Series if within 90 
days after the Registration Statement of any Subsequent 
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Series under the 1933 Act becomes effective, the net worth 


of said Subsequent Series shall be reduced to less than $100,- 


00 or if. the Subsequent Series is terminated; (ii) to instruct 
the trustee on the date the bonds are deposited in each Sub- 
sequent Series that in the event that redemption by the Spon- 
sor or members of a Syndicate, if any, of Units of the Subse- 
quent Series which constitute a part of the unsold Units shall 
result in said Subsequent Series having a net worth of less 
than 10% of the principal amount of bonds originally de- 
posited, the trustee shall terminate said Subsequent Series in 
the manner provided in the governing Trust Agreement and 
distribute any bonds or other assets deposited with the trus- 
tee pursuant to the Trust Agreement as provided therein; 
and (iii) in the event of termination for the reasons describ- 
ed in (ii) above, to refund or cause to be refunded by mem- 
bers of a Syndicate, if any, any sales load to any purchaser 
of Units of any Subsequent Series purchased from the Spon- 
sor, any member of the Syndicate, or any dealer participat- 
ng in the underwriting, on demand, and without any deduc- 
tion. 


Section 6(c) of the Act provides, in part, that the Commis- 
sion may, Upon application, conditionally or unconditional- 
y exempt any person, security, or transaction, or any class 

or classes Of persons, securities or transactions from any pro- 
vision of the Act, if and to the extent such exemption is 
ecessary Or appropriate in the public interest and consistent 
with the protection of investors and the purposes fairly in- 


| tended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 2, 1974, at 5:30 p.m., sub- 
nit to the Commission in writing a request for a hearing on 
he matter accompanied by a statement as to the nature of 
his interest, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall order a 
fearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicants at the address stated above. Proof 
of such service (by affidavit, or in case of any attorney-at- 
aw, by certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules and Regu- 
ations promulgated under the Act, an order disposing of 

the application will be issued as of course following Novem- 
ver, 1974, unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. Persons 
who request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) and 

any postponement thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








NVESTMENT COMPANY ACT OF 1940 
lease No. 8576/November 6, 1974 


In the Matter of 


NEUWIRTH FUND, INC. 

NEUWIRTH CENTURY FUND, INC. 

NEUWIRTH INCOME DEVELOPMENT CORPORATION 

NEUWRITH MANAGEMENT AND RESEARCH 
CORPORATION 

NEUWIRTH FINANCIAL CORPORATION 

Middletown Bank Building 

Middletown, New Jersey 07748 

(812-3492) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTIONS FROM THE PROVISIONS 
OF SECTIONS 15(a) AND 15(c) OF THE ACT 


On October 1, 1974, a notice was issued (Investment Com- 
pany Act Release No. 8526) of an application filed pursuant 
to Section 6(c) of the Investment Company Act of 1940 
(Act’’) for temporary exemptions from the provisions of 
Sections 15(a) and 15(c) of the Act by Neuwirth Fund, Inc. 
(“Neuwirth Fund’), Neuwirth Century Fund, Inc. (““Cen- 
tury’’), Neuwirth Income Development Corporation (‘“NID- 
CO”), (collectively the ““Funds’’), and Neuwirth Manage- 
ment and Research Corporation (‘““_NMRC”), former invest- 
ment adviser to Neuwirth Fund and Century, and Neuwirth 
Financial Corporation (““NFC”), former investment advise! 
to NIDCO. The application, as amended, requested an order, 
amending a prior order of the Commission (Investment Com- 
pany Act Release No. 7998), which would extend from No- 
vember 1, 1973 to February 28, 1974, in the cases of both 
Neuwirth Fund and Century, and would extend from Novem- 
ber 1, 1973 to August 2, 1974, in the case of NIDCO, the 
date for hoiding special shareholder’s meetings of the Funds 
for the purpose of ratifying the continued provision by 
NMRC and NFC of investment advisory services to the Funds 
from July 28, 1973, when all contracts for such services were 
terminated by the death of the controlling shareholder of 
NMRC and NFC, until October 31, 1973, when such services 
terminated. 


The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion might be issued upon the basis of the information stated 
therein unless a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has not ordered 
a hearing. 


The matter having been considered, it is found that the grant- 
ing of the requested exemptions is necessary or appropriate in 
the public interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


IT iS ORDERED, pursuant to Section 6(c) of the Act, that 
the application for exemptions from Sections 15(a) and 15 
(c) of the Act to extend from November 1, 1973 to February 
28, 1974, in the cases of both Neuwirth Fund and Century, 
and to extend from November 1, 1973 to August 2, 1974, 

in the case of NIDCO, the date for holding special sharehold- 
er’s meeting of the Funds for the purpose of ratifying the 
continued provision by NMRC and NFC of investment advi- 
sory services to the Funds from July 28 to October 31, 1973, 
is hereby granted, effective forthwith. 
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For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority 


George A. Fitzsimmens 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8577/November 7, 1974 


In the Matter of 


SOHIO/BP TRANS ALASKA PIPELINE FINANCE, INC. 
100 West Tenth Street 

Wilmington, Delaware 19899 

(812-3705) 





NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR ORDER OF EXEMP 
TION FROM ALL PROVISIONS OF THE ACT 


NOTICE IS HEREBY GIVEN that Sohio/BP Trans Alaska 
Pipeline Finance Inc., a Delaware Corporation (‘‘Appli 
ant’), has applied, pursuant to Section 6(c) of the Invest- 
ment Company Act of 1940 (“Act’’), for an order of the 
Commission exempting Applicant from all provisions of the 
Act. All interested persons are referred to the application 
which is on file with the Commission for a statement of the 
representations made therein which are summarized below. 


Applicant was organized by Sohio Pipe Line Company, 
(““Sohio Pipe Line’), a Delaware Corporation, and BP Pipe 
lines Inc., (“BP Pipelines’’), a Delaware Corporation, wholly 
owned subsidiaries of The Standard Oil Company (‘“Sohio’’), 
an Ohio Corporation, and the British Petroleum Company 
Limited, (““BP’’), an English Corporation, respectively 
Applicant contends that its sole purpose will be to assist So 
hio Pipe Line and BP Pipelines (“the Pipeline Companies’’) 
in financing their respective costs of the Trans Alaska Pipe- 
line System (“TAPS”), a 48-inch crude oil pipeline running 
798 miles from the Prudhoe Bay oil field on the North Slope 
of Alaska to a tank farm and marine terminal at the icefree 
port of Vaidez on Alaska’s southern coast. 


Sohio Pipe Line owns a 33.34% undivided interest in TAPS 
and BP Pipelines owns an undivided 15.84% interest. The 
other owners of TAPS are six companies which also have in- 
terests in the Prudhoe Bay Field. Each owner is separately 
responsible for raising its share of the cost of construction of 
TAPS, expected to total in excess of $4,500,000,000 (not 
including interest). 


BP owns shares of Sohio Special Stock which currently have 
rights equivalent to a 25% Common Stock interest in Sohio 
that can increase to an approximate 54% interest depending 
on levels of crude oil production from Sohio’s Prudhoe Bay 
leases. !n order to facilitate the financing of TAPS, BP agreed 
in July 1974 to cause BP Pipelines to acquire from Sohio 
Pipe Line a 15.84% interest in TAPS. The agreement also 
provided that Sohio and BP would cause Sohio Pipe Line and 


BP Pipelines to procure financing for the Pipeline Companies’ 


respective interests in TAPS through the medium of a finan- 
cing partnership. 


Applicant proposes to purchase debt securities of Sohio Pipe 
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Line and BP Pipeline which will be unconditionally guar- 











anteed by Sohio and BP, respectively. To finance such pur- ct 
chases, Applicant plans to issue its own debt securities in st 
the same aggregate principal amount and with the same mea- 
turities and interest rates as the debt securities of the Pipe- A 
line Companies. Applicant will lend approximately 68% of dt 
the proveeds of each sale of its debt securities to Sohio Pipe tf 
Line and the balance, or approximately 32%, to BP Pipelines fa 
(Sohio Pipe Line will own approximately 68% of Applicant's} 't 
Common Stock and BP Pipelines will own the reamining ar 
shares). 

T 
Each series of debt securities issued by the Pipeline Compan-| 
ies, together with the guarantees of Sohio and BP, will be dt 
pledged as security to a trustee for the purchasers of the a 
corresponding series of debt securities of Applicant. In addi- It 
tion, Sohio and BP will each enter into agreements with its th 
respective pipeline company subsidiary to provide the sub- hi 
sidiary with funds necessary to meet its obligations under ly 
its debt securities issued to Applicant. : 

u 
Applicant alleges that a series of public offerings, as well as | re 
one or more private placements, of debt securities of Appii- st 
cant are contemplated. Any such securities which are pub- m 
licly offered will be registered under the Securities Act of si 
1933 (“1933 Act’), and an indenture with respect to such 
publicly offered securities will be qualified under the Trust S 





indenture Act of 1939. The notes of the Pipeline Companies 

issued in connection with any public offering of Applicant's | 'Y 
securities, as well as the related guarantees, will also be regis- 
tered under the 1933 Act. Applicant proposes to file, about 
November 1, 1974, a registration statement under the 1933 
Act registering between $200,000,000 and $300,000,000 

principal amount of its debentures (“the Debentures”). The 










Deberitures will be offered to the public through a firm com- A 
mitment underwriting to be managed by Morgan Stanley & of 
Co., Incorporated. * 
Applicant contends that through the joint financing BP Pipe ; al 
lines will have access to funds that would otherwise not be : 
available to it because of the laws which restrict insurance 
company investments in foreign securities or in securities ue 
primarily secured by foreign guarantees. : 
Section 3(a)(3) of the Act defines the term “investment com: | ed 
pany” to include any issuer which “‘is engaged or proposes an 
to engage in the business of investing, reinvesting, owning, = 
holding, or trading in securities and owns or proposes to ac: | re 
quire investment securities having a value exceeding 40 per | 
centum of the value of such issuer’s total assets (exclusive Cr 
of Government securities and cash items) on an unconsoli- : 
dated basis.’ Since Applicant’s proposed acquisition and ue 
holding of debt securities of the Pipeline Companies will con Cr 
stitute substantially all of the Applicant’s assets, Applicant 
may be considered to be an investment company under the > 
Act. ye 
Cal 
Applicant states that the Pipeline Companies will, in operat": th 
their interests in TAPS, be subject to regualtion under the In qu 
terstate Commerce Act and its exemption from all the prov ott 
sions of the Act weuld, therefore, be consistent with the spi" at 
of Section 3(c)(7) of the Act. Section 3(c)(7) exempts any . 
company whose entire outstanding capital stock is owned e 
or controlled by a company subject to regulation under thegm™ '® 
Interstate Commerce Act, provided that the assets of the co mi 
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trolled company consist substantially of securities issued by 





companies which are subject to regulation under the Inter- 
state Commerce Act. 


Applicant asserts that the character of its function as a con- 
duit for the offering of notes of the Pipeline Companies and 
the related guarantees of Sohio and BP is indicated py the 
fact that, under Rule 140, promulgated under the 1933 Act, 
itis deemed to be engaged in the distribution of the notes 
and guarantees. 


The payment of Applicant's debt securities will not depend 
on its operations or investment policies. Applicant will not 
deal or trade in securities but will invest only in the debt se- 
curities of the Pipeline Companies and will issue debt secur- 
ities only in connection with future purchases of notes of 
the Pipeline Companies that are guaranteed by BP and So- 
hio. All of Applicants’ equity securities will be owned scle- 
ly by the Pipeline Companies. Applicant contends that both 
itand the Pipeline Companies, after egistering their Deben- 
tures and notes under the 1933 Act, will be subject to the 
reporting requirements of the 1934 Act. Applicant also 
states that the proposed financing agreement will help to 
make available to the economy of the United States exten- 
sive resources of low sulphur oil. 


Section 6(c) of the Act provides that the Commission, by 
order upon application, may conditionally or unconditional- 
ly exempt any person or transaction from any provision or 
provisions of the Act to the extent such exemption is neces- 
sary Or appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly intended 
by the policy and provisions of the Act. 


Applicant has agreed, in the event that the Commission 
grants the application, to the insertion in the Commission’s 
order of conditions that the Applicant will: 


(1) file with the Commission, within 120 days after the 

close of each fiscal year of Applicant, commencing with the 
first fiscal year in which it issues and sells any debt securi- 
ties: (a) the data required by Items 1.08 (except with respect 
to information relating to persons under common control 
with Applicant), 1.09, 1.10 and 1.11 of Form N-1R adopt- 
ed by the Commission pursuant to Section 30(a) of the Act, 
and (b) an annual balance sheet, income and surplus state- 
ment, and a schedule of investments; and 


(2) not sell any debt securities (other than the Debentures) 
unless Applicant shall have first given written notice to the 
Commission describing the proposed issuance of such addi 
tional securities not less than 60 days prior to the date of 
such proposed issuance, subject however, to the right of the 
Commission, upon request of Applicant, to decrease such 


number of days. Applicant further agrees that if the Commis- 


sion shall, after receipt of such written notice from Appli- 
cant, determine that a substantial question exists as to whe- 
ther or not the exemption granted by the Order hereby re- 
quested should continue and the Commission shall mail or 
otherwise give notice to that effect to Applicant at its office 
at 100 West Tenth Street, Wilmington, Delaware 19899 with 
acopy addressed to Sullivan & Cromwell, 48 Wall Street, 
New York, New York 10005 (or such other addresses as any 
recipient may previously have specified in writing to the 
Commission), within 30 days after the receipt by the Com- 
mission of such written notice from Applicant, Applicant 


will not issue such additional securities unless, after receipt 
by Applicant of such notice from the Commission and not 
less than 30 days prior to the issuance of such additional s¢ 
curities, Applicant shall mail or otherwise give written notice 
to the Commission stating its intention to issue such addition 
al securities,and upon the giving of such notice by Applicant 
the Order hereby requested shall be deemed to have been 
terminated as of the date Applicant shall have mailed or 
otherwise given such notice to the Commission. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 27, 1974, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his in 
terest, the reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: Sec 
retary, Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served personal- 
ly or by mail (air mail if the person being served is located 
more than 500 miles from the point of mailing) upon Appli 
cant at the address stated above. Proof of such service (by 
affidavit, or in case of an attorney-at-law, by certificate) shall 
be filed contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated under the 
Act, an order disposing of the application will be issued as of 
course following November 27, 1974, unless the Commission 
thereafter orders a hearing upon request or upon the Commis 
sion’s own motion. Persons who request a hearing, or advice 
as to whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of the hear 
ing (if ordered) and any postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8578/November 8, 1974 


In the Matter of 


THE ONE HUNDRED FUND, INC. 

GEORGE P. CAULKINS, JR., WILLIAM GRANT, 
GERALD M. GREENBERG, WALTER K. KOCH, 

E. WARREN WILLARD, SWANSON PROPERTIES, LTD., 
JAMES C. OWEN, JR., PAUL D. HOLLEMAN, RICHARD 
G. WOHLGENANT 

c/o Davis, Graham & Stubbs 

1200 American National Bank Building 

Denver, Colorado 80202 

(812-3635) 


NOTICE OF FILING OF APPLICATION FOR ORDER 

EXEMPTING PROPOSED TRANSACTION FROM THE 
PROVISIONS OF SECTION 17(a) PURSUANT TO SEC- 
TION 17(b) OF THE ACT 


NOTICE IS HEREBY GIVEN that the One Hundred Fund, 
Inc., (the ‘““Fund”’) an open-end, diversified management 

investment company registered under the Investment Com- 
pany Act of 1940, as amended (“Act’’), and George P. Caul- 
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kins Jr., William Grant, Gerald M. Greenberg, Walter K. 
Koch, E. Warren Willard, Swanson Properties, Ltd., James 
C. Owen, Jr., Paul P. Holleman and Richard G. Wohlgenant 
(collectively referred to as the purchasers”) (the Fund and 
purchasers collectively referred to as the ‘‘Applicants’’) have 
filed an application pursuant to Section 17(b) of the Act for 
an order exempting from Section 17(a) of the Act the sale 
by the Fund of shares of Denver Real Estate Investment As- 
sociation (““-DREIA”), an unincorporated business trust 
formed under the laws of the State of Colorado on May 9, 
1961, to purchasers, all of whom are persons who are either 
present or former Trustees, advisers or counsel of DREIA. 
All interested persons are referred to the Application on file 
with the Commission for a statement of the representations 
made therein, which are summarized below. 


The Application states that pursuant to an agreement be- 
tween the Fund and Purchasers the Fund proposes to sell to 
one or more of the Purchasers between 65,000 and 85,000 
shares of beneficial interest in DREIA (constituting approxi- 
mately 6% and 7.8% of the outstanding shares of DREIA) 
owned by the Fund. It further states that under this agree- 
ment the purchase price per share for the shares to be sold 
by the Fund to the Purchasers will be the mean of the 


over-the-counter bid and asked quotations for DREIA shares, 


as reported by the National Association of Securities Deal- 
ers and published in the Wall Street Journal, Pacific Coast 
Edition, for the last ten business days that bid and asked 
quotations are so published immediately preceding the date 
of the order of the Commission granting the exemption re- 
quested herein, provided that such purchase price is between 
$5 per share and $8 per share. It is also understood that un- 
til the closing of the transaction, no party is bound to sell or 
purchase the shares and that the Fund has the right at any 
time to otherwise dispose of the shares which are the subject 
of this agreement to other parties even though this applica- 
tion is pending or has been approved. 


The Application states that Purchasers have negotiated the 
transaction at arm’s length and that both the Purchasers and 


the Fund believe the proposed transaction to be in the Fund’s 


best interest and that the price at which the transaction will 
be executed is fair and that no party is overreached. 


The Fund contends that its sale of this block of shares to the 
Purchasers is consistent with the Fund’s investment objective 


of long-term capital growth by investment in securities of es- 


tablished companies and that in view of present market condi- 


tions and the present size of the Fund, if the transaction is 
consummated as contemplated by the agreement, the pro- 
ceeds of the transaction can be invested in other securities 
which are more appropriate to the investment objective of 
the Fund. 


The Fund owns 99,000 shares of beneficial interest in DREIA 


or approximately 9.1% of its outstanding voting securities 
and, therefore, DRIA and the Fund are deemed to be affili- 
ated persons of each other within the definition of “affili- 
ated person” set forth in Section 2(a)(3) of the Act. Section 
2(a)(12) of the Act defines, as here pertinent, “‘director”’ as 


meaning any director of a corporation or any person perform- 
ing similar functions with respect to any organization, wheth- 


er incorporated or unincorporated. Under the foregoing de- 
finition purchasers Caulkins, Grant, Greenberg, and Koch, 
who are Trustees of DREIA are deemed to be affiliated per- 
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sons of DREIA under the Act, and such persons are there- 
fore deemed to be affiliated persons of an affiliated person 
of the Fund. The remaining purchasers, while denying any 
affiliation with DREIA, within the meaning of Section 2 
(a)(3) of the Act, have joined in the application to elimin- 
ate any question as to their status. Section 17(a)(2) of the 
Act provides, in. pertinent part, that it shall be unlawful for 
any affiliated person or promoter of a registered company 
knowingly to purchase from such registered company any 
security or other property (except securities of which the 
seller is the issuer). Section 17(b) of the Act provides that, 
notwithstanding Section 17(a), any person may file with the 
Commission an application for an order exempting a pro- 
posed transaction from one or more provisions of that Sec- 
tion, and that the Commission shall grant such application 
and issue such order of exemption if evidence establishes 
that: 


(1) the terms of the proposed transaction, including the 
consideration to be paid or received, are reasonable and fair 
and do not involve overreaching on the part of any person 
concerned; 


(2) the proposed transaction is consistent with the policy 
of each registered investment company concerned as re- 
cited in its registration statement and reports filed under the 
Act; and 


(3) the proposed transaction is consistent with the general 
purposes of the Act. 









Applicants assert that the proposed transaction meets the 
requirements contained in Section 17(b) of the Act. 








NOTICE IS FURTHER GIVEN that any interested person, | 


may, not later than December 3, 1974, at 5:30 p.m., submit | 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, o/ 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission should order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washington 
D.C. 20549. A copy of such request shall be served personal: 
ly or by mail (air mail if the person being served is located 
more than 500 miles from the point of mailing) upon Appii- 
cants at the address stated above. Proof of such service (by 
affidavit, or in the case of an attorney-at-law, by certificate 
shall be filed contemporaneously with the request. As pro- 
vided by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will be 
issued as of course following said date unless the Commission 
thereafter orders a hearing upon request or upon the Commi: 
sion’s own motion. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices | 
and orders issued in this matter, including the date of the | 
hearing (if ordered) and any postponements thereof. 








For the Commission, by the Division of Investment Manage 
ment Regulation, pursuant to delegated authority. 






George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 429/November 1, 1974 


See Investment Company Act Release No. 8565/November 
1, 1974. 





LITIGATION 





Litigation Release No. 6573/November 4, 1974 


SEC v. UNITED STATES TANK CAR CORPORATION 
(N.D. CA) 


Gerald E. Boltz, Regional Administrator of the Los Angeles 
Regional Office, and Leonard H. Rossen, Associate Regional 
Administrator of the San Francisco Branch Office, announ- 
ced that on October 25, 1974, an amended complaint was 
filed in the United States District Court for the Northern 
District of California alleging additional violations of the 
anti-fraud provisions of the federal securities laws by United 
States Tank Car Corporation (““U.S.T.C.”) and its president 
and sole shareholder, Bernhard Dohrmann (““‘Dohrmann”’). 
The amended complaint alleges that between January 1, 
1973, and August 3, 1973, U.S.T.C. and Dohrmann violated 
Section 17(a) of the Securities Act of 1933 and Section 10- 
(b) of the Securities Exchange Act of 1934 and Rule 10b-5 
thereunder in connection with the offer and sale of railroad 
tank cars together with a management program for those 
tank cars. According to the Commission’s amended com- 
plaint, U.S.T.C. and Dohrmann sold nine tank cars and man- 
agement contracts, at an offering price of approximately 
$30,000, to eight investors. These investors were told at the 
time of sale that their tank cars would be delivered within 
six weeks. Subsequently, investors received documents pur- 
porting to be certificates of ownership of their tank cars, in- 
voices describing the cars, statements of income supposedly 
earned by their cars and checks said to represent rental in- 
come earned by their cars. The Commission alleges that, in 
fact, the nine tank cars were never purchased for investors 
by U.S.T.C. or Dohrmann and that the $270,000 in proceeds 
from the sale of the cars was diverted to the use and benefit 
of U.S.T.C. and Dohrmann. 


The Commission’s original complaint was filed on Septem- 
ber 10, 1974, and alleged violations of the anti-fraud provi- 
sions of the federal securities laws in connection with U.S.- 
T.C.’s 1973 Tankcar Management Program (“1973 Pro- 
gram”). The amended complaint alleges that U.S.T.C. and 
Dohrmann committed additional anti-fraud violations in 
connection with the 1973 Program. These include the utili- 
zation of false personal financial statements and false letters 
purportedly executed by a certified public accountant, in 
order to obtain from banks, at least $1,350,000 in working 
capital loans for U.S.T.C. and its 1973 Management Program. 


The original complaint sought a temporary restraining order 
and preliminary and permanent injunctions against U.S.T.C. 
and Dohrmann and the appointment of a receiver over U.S.- 
T.C. On September 13, 1974, the Court issued a temporary 


restraining order against U.S.T.C. and Dohrmann, and ap- 
pointed Eugene Garfinkle, a San Francisco attorney, as re- 
ceiver of U.S.T.C. The temporary restraining order has been 
continued by consent until the hearing date for the prelimin- 
ary injunction, November 14, 1974. 


For further information, see Litigation Release No. 6520. 





Litigation Release No. 6574/November 5, 1974 


SEC v. ROYAL AIRLINE, INC., et al. 
(U.S.D.C. $.D. CALIF Civil Action No. 74-202N) 


Robert H. Davenport, Regional Administrator of the Denver 
Regional Office of the Securities & Exchange Commission 
announced that on October 23, 1974 the Honorable Leland 
C. Neilsen, Judge of the U. S. District Court in San Diego en- 
tered a final judgment of permanent injunction against David 
E. Lobato of Salt Lake City, Utah from violating the anti- 
fraud provisions of the Securities Act of 1933 and the Secur- 
ities Exchange Act of 1934 in the offer and sale of the com- 
mon stock of Royal Airline, Inc., or the securities of any 
other issuer. 


For further information see Litigation Release Nos. 6361, 
6443, 6455, 6489 and 6523. 





Litigation Release No. 6574/November 6, 1974 


SEC v. R. J. ALLEN & ASSOCIATES, INC., et al. 
(S.D. Fla. Civil Action No. 74-1273-Civ-CF) 


Jule B. Greene, Administrator, and Michael J. Stewart, Asso- 
ciate Administrator of the Atlanta Regional Office of the Se- 
curities and Exchange Commission, announced today that on 
October 18, 1974, the Honorable Charles B. Fulton, Chief 
Judge for the Southern District of Florida, issued an Order 
enjbining R. J. Allen & Associates, Inc., Robert J. Allen, 
Howard W. Alexander, Charles J. Diaz, and Thomas A. Pres- 
ton, all of Ft. Lauderdale, Florida, from further violations of 
Section 17(a) of the Securities Act of 1933 and Section 10(b) 
of the Securities Exchange Act of 1934 and Rule 10b-5 there- 
under. The Court’s Order was entered following an extensive 
hearing on the merits of the Commission’s Complaint for In- 
junctive and Other Relief. A Final Order will be issued by the 
Court at a later date. 


In addition to the injunction, the Court also ordered the cor- 
poration and the individual defendants Allen and Alexander, 
jointly and severally, to disgorge to Mr. David Hughes, Re- 
ceiver for R. J. Allen & Associates, Inc., the full amount re- 
ceived from all sales of Industrial Development Revenue 
Bonds from August 14, 1972, through September 30, 1974 
(approximately $4.5 million according to testimony). De- 
fendants Diaz (the firm’s executive vice-president) and Preston 
(a salesman) were ordered to disgorge all sums received by 
them in connection with their participation in the sales of In- 
dustrial Development Revenue Bonds. 


To effectuate its ordered disgorgement, the Court continued 
an involuntary trust first impressed on the individual defend- 
ants’ assets at an earlier hearing. Under the trust, the defendants 
are prohibited from expending any funds or assets for any rea- 


SEC DOCKET/433 


wey 
Net 


KS 
FIRST CLASS MAIL 





son, including living expenses. A sixth defendant, Dorothy 
Maxine (“‘Lee’’) Ridgley, a saleswoman for the firm, consent 
ed to the entry of an Order of permanent injunction without 
admitting or denying the allegations of the Commission’s 
complaint. The court did not order Mrs. Ridgley to disgorg 
any sums received from her employment at R. J. Allen & As 


sociates, Inc. 


The Court also directed Receiver Hughes to promptly ascer 
tain the names and addresses of all the investors who pur 
chased these bonds and to thereafter notify such investors 
informing them of their opportunity to present verified 
claims for participation in the disgorgement fund. 


Litigation Release No. 6576/November 7, 1974 

The Securities and Exchange Commission (‘’Commission’ 
announced that on October 26, 1974, Judge Oliver Gasch 
filed a final Order in the U. S. District Court for the District 
of Columbia permanently enjoining L. B. Nelson Corpo 
tion (““L. B. Nelson”) from failing to file with the Commis 
sion timely and proper periodic and current reports in con 
travention of Section 13(a) of the Securities Exchange Act 
of 1934 (“Exchange Act’’) and the rules thereunder. 
The Order rgquires the Defendant to file under c 
Form 8-K with the Commission and the American Stock Ex 
change, and mail to its shareholders, a letter and a written 
statement by its present independent accountants which de 
tails the reasons for the delay in the filing of Defendant’ 
Form 10-K report for the fiscal year ended December 31, 
1973. This is to be done within seven days from the date 

of the filing of this Order. 


over of 


The Order further provides that L. B. Nelson shall take all 

steps necessary to file with the Commission at the earliest 

possible time, but no later than November 19, 1974, an an 
nual report on Form 10-K for the fiscal year ended Decem 
ber 31, 1973, which shall contain audited financials and an 
“accountant’s report.” 


The Order also requires L. B. Nelson to file on or before 
December 4, 1974, delinquent quarterly reports on Form 
10-Q for the fiscal quarters ended March 31, 1974 and 

June 30, 1974. In addition, Defendant is to file on or before 
December 19, 1974 its quarterly report on Form 10-Q for 
the fiscal quarter ended September 30, 1974. 

Finally, L. B. Nelson is required to file with the Commission 
a report on Form 8-K for January 1975 which shall include 


an accurate statement of the material problems encountered 
if any, and material steps taken, if any, regarding filing an 
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annual report on Form 10-K for the fiscal year ended Decem- 
ber 31, 1974 ; 
The common stock of L. B 
Stock Exchange which 
on F 19 ] 


Nelson is listed on the American 


c halted trading in such common stock 
repruary 


Litigation Release No. 6577/November 8, 1974 


US v. WILLIAM ROBERT COOK (N.D. Tex.) 

Robert F. Watson, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, and Frank 
D. McCown, U.S. Attorney for the Northern District of Texas, 
today announced the filing of a criminal information in federd 
district court at Dallas, Texas on October 29, 1974 charging 
William Robert Cook, of Dallas, with crimina! contempt of an 
order entered on September 25, 1970 permanently enjoining 
Cook and others from further violations of the registration and 
anti-fraud provisions of the federal securities laws. 


The information alleged that Cook, in wilful disobedience of 
the Court's order of September 25, 1970, violated the various 
provisions of the federal securities laws in the offer and sale 
fractional undivided working interests in oil and gas leases lo 
cated in Martin, Montague and Coke Counties, Texas. 


For further information see Litigation Release Nos. 4756, 
4766, 4807, 6216 and 6255 





Litigation Release No. 6578/November 8, 1974 


SEC v. ATLANTIC INTERNATIONAL OIL CORPORATION, 
et al. (S.D. Ohio, E. Div.) 


John |. Mayer, Administrator of the Chicago Regional Office 
of the SEC, today announced that on November 1, 1974, an 
order of permanent injunction was entered in the U.S. District 
Court for the Southern District of Ohio, Eastern Division, 
against Atlantic International Oil Corporation, Columbus, Ohio, 
and John D. Slawter (President and principal shareholder) of 
Dallas, Texas. 
The order to which the defendants consented without admittin 
or denying the allegations of the complaint enjoined the defene 
ants from further violations of the registration and antifraud pr 
isions of the Securities Act of 1933, as amended, and the Sec 
ities Exchange Act of 1934 (and Rule 10b-5 thereunder), as 
amended, in the offer and sale of the common stock of Home 
stead Minerals Corporation, Denver, Colorado; and in the offer 
and sale of fractional undivided interests in oil and gas wells an 
leases and any other securities. 
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